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Daimler and Chrysler 
Mercedes* Tuscaloosa plant 
model for blending cultures 
Page 8 
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China gained from 
US satellite exports, 
Senate probe finds 

China's mffltary benefited from US 
sateffite exports and US export 
controls were inadequate, a US 
Senate investigation has found 
Trent Lott, leader of the Senate's 
majority Repubficans, also said 
new information had emerged 
about alleged Chinese efforts to 
influence the 1996 US elections. 
Democrats caUed the report parti- 
san and some of is sources ques- 
tionable. Page 16 

Kosovo refugee numbers rise 
The UN refugee agency reported a 
sharp rise In the numbers fleeing 
violence in the Serbian province of 
Kosovo. It said 2,900 recently fled 

to neighbouring Montenegro after 
bathes near Pec, Kosovo’s second 
largest city. Flghtnig continues as 
talks faH, Page 2 

Toriash PH warns of earty pods 

Turkish prime minister Mesut Y9- 
maz waned that a dispute within 
tss minority coafition over pubfic 
sector pay coufd spark an earty 
election. Page 2 

Bishop condemns hatred 
Patrick Walsh, Roman Catholic 
Bishop of Down and Comer, 
blamed “hate-filled words” for the 
deaths of three boys who were 
buried in Northern Ireland yester- 
day. They were murdered in a sec- 
tarian firebombing. Page 8 

Indonesian tomes admit kidnap 
Indonesia arrested seven members 
of its spected forces, accusing them 
of kidnapping aid detaining politi- 
cal activists earlier this year. 

Frandsteis exploit e-mail 
Fraudsters are increasingly using 
mass electronic mafitngs to fool 
consumers with new types of 
money-making scams, the US Fed- i 
era! Trade Commission warned. , 
Page 4 

Maori mm fete r cfismfssed 
Tau Henare, New Zealand’s Maori 
affaire minister, was sacked , as 
deputy leader of the New Zealand 
First party hours after publication 
erf a report shewring Maoris have 
suffered under economic reforms. 
Page 6; Observer^ Page 15 

Korean workers strike 
Kay industries were halted when 
tens of thousands of South Korean 
workers stopped work fri protest 
against wage cuts and layoffs. 

Dissident released 
Chinese police in the city at Hang- 
zhou have released Cheng Fan, 
fifth to be freed out of nfrte 
arrested after trying to register an 
opposition political party, the Hong 
Kong-based Inform ati on Centre of 
Human Rights and Democratic 
Movement in China sad. 

US urged to supervise raffitary 
US military activities in Latin Amer- 
ica are weakty supervised and 
-k>aphole6 ... haw been used to 
evade human ri^its restrictions", 
according to a report by a US 
research group. Page 4 

Austrafian uraohni protest 
More than 100 people were 
arrested alter the water supply to a 
planned ASl2bn (US$7.4bn) ura- 
nium mine In northern Austrafia 
was cut off by protesters. 

Shipowner on murder bid charge 

Greek shipowner Vangefis Ven- 
touris was accused of trying to 
murder rival Castas Agapitos, who 

was shot aid injured in the port of 

Piraeus an Sunday. 

Hundreds mfesfag after floods 

The Red Cross said up to 600 
people were missing or feared 
dead after test week’s floods in 
Kyrgyzstan and Uzbekistan. 
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The euro in e-commerce 
New currency will provide 
a lift for new technology 
Page 11 
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UK Labour’s way 


How Nando’sgets a (Aims are now clear 
lot of free publicity J -Martin Wolf, Page 14 
Page 12 Mow every Wednesday 


Blow to big Turkish 
offering as owners 
balk at discount 

Turkey’s most high-profile 
International offering came to a 
prematura end when Kog Holding 
canosfled a 5250m global offering 
after the controffing Kog Iwriay 
resisted market pressure for the 
shares to be offered at a discount. 
Page 17 

Deutsche Baak, GE Capital, the 

financial services arm of General 
Electric of the US, Mitsui, one of 
Japan’s biggest trading houses, 
end other partners, hare formed an 
equity fund to buy stakes in Asian 
companies, most of them privately 
owned. Page 19 

The TOtane of bonds issued on 
international markets dra mati cally 
outstripped total tending by banks 
in the first half of 1998 with the 
volume of overall bank lending 
dropping for the first time this 
decade. Rage 17 

German information technology 

companies as e suffering from a 
severe skills shortage that has seri- 
ously damaged the sector’s 
growth, according to the Munich- 1 
based tfo economic research insti- : 
tuta Page 2 ; 

Dissenting shareholders plana | 

legal attempt to annul the merger 
that created KBG. Belgium’s big- 
gest financial group, and are 
examining a possfoie crimaraJ com- 
plaint against directors of Cera 
Bank, one of the merger partners. 
Page IB 

Japanese banks' credit squeeze hit 
companies for the thirteenth con- 
secutive month with the number of 
bankruptcies jumping 29.1 per cent 
to a record 1,714 compared with 
the same month last year. Page 6 

Operators of corporate jets have 
lost their legal battle to block 
changes to the way they are lo- 
cated take-off and landktg slots at 
London Heathrow, Europe’s busi- 
est airport Pages 

US consumer prices and ratal 
sales edged up by 0,1 per cent 
during June as the Asian economic 
crisis continued to have an Impact 
on ihe US economy. Page 8 

Warner Brottms, the US 
entertainment group, Japanese 
broadcaster MTV, and Toshiba, the 
electronics company, are forming a 
Joint venture to produce and dis- 
trtoute software for global markets. 
Page 19 

A consortium of Commonwealth 
Devetopment Corporation of the 
UK and Bectricfty Supply Board 
International of Ireland is negotia- 
ting the purchase from the Guyana 
government of a 50 per cent stake 
In the Guyana Electricity Corpora- 
tion for $23. 45m. 

OS Services, a London-based 
organisation made up of leading 
barks and financial institutions and 
due to start operations In 2000, vriB 
use a system of simultaneous pay- 
ments to combat the risk that a 
bank might faH before settflng a 
foreign exchange transaction. 

Page 4 

Motorola, the US electronics 
group, targeting the handheld digi- 
tal wireless communicator market, 
is to acquire Starfish Software in a 
cash and shares deal befieved to 
be worth several hundred miffion 
dollars- Page 20 

Euro Prices 


Yeltsin urges Duma to pass 
tax law to secure IMF loan 


By Ctartes Clover la Moscow 

Boris Yeltsin, the Russian 
president, yesterday backed away 
from previous hints that he 
would dissolve parliament and 
rule by decree, taking a concilia- 
tory tone with Duma leaders to 
convince them to pass a critical 
package of austerity measures 
called for by the International 
Monetary Fund. 

"We win not be able to imple- 
ment the stabilisation pro- 
gramme if you do not approve 
it," Mr Yeltsin said to Duma lead- 
ers yesterday. "We are an one 
team . . . There will be no coups, 
changes in the constitution, no 
dissolution of the state Duma, no 
early elections." 


The Duma win today vote on a 
number of tax laws that may net 
the government as much as 
SlSbn In additional annual reve- 
nue, and be decisive in securing 
an $lX2bn loan announced by the 
IMF on Monday. 

Mr Yeltsin even implied that 
he might not seek a third tens in 
office, which the Duma leaders 
would welcome, some of whom 
have presidential ambitions of 
their own. 

"I would like Russia in the year 
2000 to begin work peacefully 
with a new president," he said. 

The focus of the austerity pack- 
age is a series of tax laws that 
the government estimates could 
raise some Rbsllibn-RbsUlbn 
($iSbn-j23hn) in annual revenue. 


though western analysts are 
more moderate in their expecta- 
tions. Inna Francis, an economist 
at United Financial Group, the 
Moscow investment house, esti- 
mates the package will gamer up 
to Rbs88bu, equivalent 
to one quarter of current reve- 
nues. 

Russia's federal government 
collects taxes equivalent to 10 per 
cent of gross domestic product, 
one of the lowest tax collection 
levels in the world. This has 
forced the government to rely on 
either printing money or over- 
borrowing on its domestic trea- 
sury bill market 

The IMF has asked that the 
Duma pass the emergency tax 
legislation before the board 


meets on July 20 to approve the 
credit. IMF representatives 
declined to say whether it was a 
strict condition erf the loan that 
the Duma pass the legislation, 
and have implied that imple- 
menting the legislation by decree 
would be enough. 

Parliamentary leaders were 
optimistic that most of the legis- 
lation would be passed in a spe- 
cial session stalling today and 
raiding Thursday. But it is clear 
that they will seek to modify 
some of the bills, which may cut 
their effectiveness. 

Moscow ads over 
treasury MB, Page 2 
Editorial Comment, Page 15 
CapBaJ markets, Page 24 
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Hextoto friend: Robert Rutofa, US Treasnry saerrtary, told an amfiance In Sowato, South Africa, yesterday that their country was on tha right e co nomi c path, 
but irged the government to adopt more flexBde labowpofidas. Future: Reuters 

GM seeks arbitration over strikes 


By IBdri Taft fa Chicago 
nd agencies 

General Motors, the world's 
biggest carmaker, yesterday 
launched a suit against the 
United Auto Workers union in 
the federal court, asking for : 
immediate arbitration to settle 
two paralysing strikes now in 
their 40th day. 

04 said the walkouts at two : 
parts plants in Flint, Michigan, 
were illegal because they : 
involved non-strikeable issues 
that violated the 1996 GM-UAW 
agreement. Workers can strike : 
only over health, safety and pro- : 
duetkm standards such as assent 

A • A • 


bty line speeds, a total of 9.200 
workers are on strike at the Flint 
metal centre mad Delphi East 
puts plant, where union officials 
have alleged health and safety 
violations. 

The suit was launched as GM 
revealed that the two strikes had 
cpst it almost $l.2bn in the sec- 
ond quarter, accounting for most 
of the plunge in net income to 
$389m in the quarter, compared 
with $2bn in the same period a 
year earlier. 

GM said that even if the impact 
of the work stoppages and other 
special items were excluded, prof- 
its would still have fallen, to 
around £L.6bn, or $2.40 a share, 


compared with $2. lira, or $292 a 
share, in the second quarter of 
1993- With the inclusion of the 
strike -costs, earnings' per share 
fully diluted were 52 cents, down 
from $2.67 previously. It blamed 
this underlying downturn mainly 
on non-strike volume losses in 
both North America and Europe, 
due to product changeovers, and 
on the heavy discounting that 
gripped the North American 
industry in the second quarter. 

Michael Losh, GM’s finance 
director, said that incentives 
offered by the carmaker during 
the second quarter rose to about 
$3,700 per vehicle - up from 
about $1,050 a year ago. Like his 


counterpart at Chrysler this 
week, Mr Losh said he expected 
the level of incentives to ease for 
the rest of 1998. He acknowledged 
that toe strikes and a shortage of 
GM vehicles In the marketplace 
could be a significant factor. 

Mr Losh said GM’s cash bal- 
ances had stood at about $9bn at 
the end of toe quarter, with a 
further $4bn In a trust to be used 
to pay employee benefits going 
forward - an issue that has con- 
cerned many analysts. 

This, coupled with earnings in I 
line with expectations, caused 
GM’s shares to rise $1A to $70&. 

FBot and a bsd place, Page 14 


Court backs 
contentious 
reforms to 
Germany’s 
written word 

By Peter Nomas fa Bom 

Germany's constitutional court 
yesterday gave the go-ahead to 
one of toe most hotly contested 
reforms of modem times when it 
rejected a complaint against 
plans to revise the spelling and 
punctuation of the German 
language. 

To the relief of education 
authorities and schoolbook pub- 
lishers, which have invested 
about DM300m (SI 66m) preparing 
for the changes, the spelling 
reform can enter force on August 
l in time for the academic year. 

But opponents - who include 
leading literary figures, politi- 
cians and parents - yesterday 
vowed to continue their fight 

The next battle ground will be 
the northern state of Schles- 
wig-Holstein where sufficient 
support has been gathered for a 
referendum. Ihe vote will proba- 
bly be on September 27, German 
general election day. 

The changes are intended to 
make German more logical and 
easier to learn. They reduce toe 
number of spelling rules from 212 
to 112 and toe rules governing 
the use of a comma in a sentence 
from 52 to 9. 

Only 185 of German's 12.000- 
word basic vocabulary will be 
changed. But some of these 
changes have attracted ridicule. 
The principle of Germanising for- 
eign words means Spaghetti will 
in future be spelt Spagetti. and 
Ketchup will be spelt Kelschup. 

In fact, the spelling chang es 
affect just QJS per cent of German 
vocabulary with a lengthy transi- 
tion to end-July 2005 when old 
and new systems can co-exist. 

The culture ministers of Ger- 
many, Austria and parts of Swit- 
zerland as well as representatives 
of German-speaking minorities 
from northern Italy and eastern 
Europe condemned the reforms 
almost from the moment they 
were agreed two years ago after 
mare than 10 years of disenssian. 

They have preoccupied Ger- 
many's state parliaments, inte- 
rior ministers, education authori- 
ties, the Bundestag in Bonn and 
courts high and low. Using a pop- 
ular south German expression, 
Germany's president Roman Her- 
zog once pronounced the reform 
as “superfluous as a goitre". 

Observer, Page 15 


Competition may 
mean less capacity 
for Ontario Hydro 


By Scott Monism fa Toronto 

Ontario Hydro, one of North 
' America’s largest electric utili- 
ties, may be farced to giro up 
control of as much as 30 per cent 
erf its generating capacity when 
the province’s electricity sector is 
opened to competition in 2000. 

An independent committee set 
up to decide toe structure erf the 
I province's competitive electricity 
market believes Ontario Hydro 
wffl have “an intolerable degree 
erf market power” if it is left to 
operate without co n st ra i n t s . 

The committee has proposed a 
series of “power mitigation” 
measures, such as requiring the 
utility to lease generation fatali- 
ties to new operators, swap 
assets with utilities outside 
Ontario or possibly privatise 
some power plants. 

A number of US utilities have 
expressed interest in entering the 
Ontario market, including 
Southern and Enron. 

Ron Daniels, the committee’s 
chairman, said his group was 
likely to propose that the utility 
relinquish control of 75 per cent 
of its non-core load generation 
capacity. 

The utility has a capacity to 
generate almost 33.000MW, of 
which 3545 per cent is considered 
to be no&ccare load. That means 
the utility might have to give up 


control of some 10.000MW. 
Ontario Hydro's troubled nuclear 
plants are considered core load 
capacity generators and appar- 
ently would not be subject to any 
government obligation to reduce 
generating capacity. 

The Ontario government has 
been reluctant to consider the 
privatisation of Ontario Hydro 
assets. Mr Daniels said that was 
why toe committee had stopped 
short orf reco mmending a partial 
sell-off, though none of its recom- 
mendations would prevent an 
eventual privatisation. 

The committee’s key recom- 
mendations appear to conflict 
with the utility’s vision erf becom- 
ing one of 10 or so large power 
companies vying for a slice of an 
increasingly competitive North 
American electricity market 

Ontario Hydro and the provin- 
cial government have not yet 
responded to the report, but Mr 
Daniels said be was "cautiously 
optimistic" that the proposals 
would he adopted. 

The committee was formed 
after the provincial government 
moved last year to develop a 
competitive electricity market in ! 
Canada’s most populous prov- 
ince. Legislation has been Intro- j 
duced to split the ailing and debt- j 
laden Ontario Hydro, which has 
almost CiiObn (US$7bn) in 

nrmnal sales. 
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INI Are you a 
Wm director of a 
business ? 

ASK YOURSELF THE FOLLOWING QUESTIONS: 

I Doyou wairtyoff needs to be f^rwented to Government by an 
influential organisation? • X 

ft Do you need free business information and advice from experts? 

ft Would you benefit Irani meeting and entertaining cjfents in prestigious 
surroundings in central London? 

ft Wbuld you Eke to meet regularly vrithf^kwrflrectomflioffi ail Industries? 

ft Would you use a business travel service offering competitive rates, 
free access to 15 VIP airport lounges in the UK or significant discounts 
at Hifton HoteiS worldwide? 

ft WouW you benefit from a comprehensive professional development 
resource offering leading-edge courses, conferences and publications? 

ft 9iould you be aware criL and Instved against; your natalities as a directDf? 

ft Could you make use of an exclusive package of products and 
services including a Visa Gold Card with no annual tee, preferential 
rates on personal loans and many more? 

IF THE ANSWER TO ANY OF THESE QUESTIONS IS YES... 

You would benefit from membership 
of the Institute of Directors. 

If you are a director, partner, sole proprietor or company secretaiy 

and would like more information about membership of the Institute of 
Directors, call the Membership Development Department on 

0171 766 8888 FT 004 A 
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Moscow acts over treasury bill costs 


By Cbaries Clover sid 
Astrid Wendamfl In Moscow 

The Russian government 
yesterday announced a 
ground-breaking plan to 
restructure part of its $70bn 
treasury bill market, the 
source of most of the coun- 
try’s currency instability for 
the past six months. 

If successful, the plan 
would allow the government 
to save on financing costs In 
the treasury bill market It 
may also rekindle investors* 
confidence in Russia's finan- 
cial markets in the wake of a 
$ll_ 2 bn loan package prom- 
ised by the International 
Monetary Fund on Monday 


Brussels 
to lift 
budgets 
freeze 

By HGchaal Smith in Brussels 

The European Commission 
is expected to announce 
today that it has lifted a 
freeze on more than three- 
quarters of budgets collec- 
tively worth nearly Eculbn 
($Llbnj a year winch have 
been under threat following 
a European Court of Justice 
ruling. 

After a review, the Com- 
mission yesterday approved 
plans for fully clearing 56 of 
the 100 threatened “budget 
lines" which provide funds 
for a variety of activities 
including h umanitarian and 
social projects. 

The 56 budgets are worth 
Ecu390m a year. Another 19 
budgets worth Ecul70m 
have been partially cleared. 

However, the Commission 
has identified eight budgets 
worth about Ecu20m which 
are under serious threat 
because no legal basis has 
been proposed for them. 

Last month the court of 
justice questioned the legal 
hasis for the budgets funding 
a range of projects. 

The court backed a chal- 
lenge by the UK and other 
governments against proce- 
dures which allow the parlia- 
ment and the Commission to 
have the final say on some 
budgets. It ruled that only 
"non-significant EU actions" 
could be authorised for 
expenditure without the 
legal base provided by mem- 
ber states’ authorisation. 

A report to yesterday’s 
Commission meeting in 
Strasbourg found there was 
no legal basis for budgets 
called the Promotion and 
Safeguard of Regional and 
Minority Languages, worth 
Ecu3.6m a year. Sport in 
Europe (Ecu3m) and 
Co-operation with Charitable 
Associations (Ecu2m) 

The Commission, however, 
is expected to announce that 
It will respect “legitimate 
expectations" which have 
been created for 1996 even 
for budgets which are still 
frozen. Plans are already 
under way to provide a legal 
basis for 15 of the budget 
lines wortb more than 
Ecu300m a year which are 
still frozen following yester- 
day’s Commission meeting. 

The Commission wifi call 


“This is a bold and deci- 
sive decision which should 
give the government enough 
breathing space to address 
adequately its internal debt 
problem," said Oleg Vyugin. 
deputy finance minister, yes- 
terday. 

“It wDI restore confidence 
in Russia’s capital mar- 
kets . . . and eliminate inves- 
tors’ fears about a rouble 
devaluation," he said. 

- Russia's treasury bill mar- 
ket was originally created to 
allow the government a non- 
inflationary form of deficit 
finance, and was instrumen- 
tal in the country’s macro- 
economic stabilisation ear- 
lier this decade. 



Nemtsov; says debt is SSOObn 

But the market quickly 
ballooned to unmanageable 
proportions. Just servicing 
the treasury bin market cur- 


rently costs the government 
a third of its annual budget 
revenues, according to Boris 
Nemtsov, deputy prime min- 
ister. Last week Mr Nemtsov 
estimated the country’s over- 
all debt at $200bn. 

In the wake of the Asian 
crisis last autumn, waves of 
redemptions by investors 
caused yields to rise precipi- 
tously, financing costs to 
balloon, and a run on the 
country’s hard-currency 

reserves. 

“The GKO [treasury biBJ 
market is the main source of 
currency instability in Rus- 
sia,” said Gleb Shestakov 
managing director of Global 
Fund Management in 


Moscow. Restructuring the 
market by lengthening 
maturities of the debt is vital 
for the government to escape 
horn its present crisis, but 
success of the conversion 
hinges on the terms offered 
by the government 
Ironically, according to 
investors, the timing of the 
IMF-sponsored loan may 
have banned the deal’s 
chances by lessening inves- 
tors' appetite for exchanging 
their treasury bills. 

, Analysts said aggressive 
profit-driven market players 
might not be very interested 
in converting their high 
yielding treasury bills for 
safer Eurobonds now that 


the rouble devaluation 
seemed' more unlikely. 
“They should have dona this 
last week when everyone 
was desperate to get out of 
GKOs,” said one market par- 
ticipant 
’ But Jacques Der Megretfii- 
chtan, head of capital mar- 
kets at Sodfitfi Generate in 
Moscow, said foreign inves- 
tors whose worries about 
Russia’s financial position 
had not be entirely 
quenched by the IMF’s pro- 
gramme might be souse of 
the first to take up the offer. 


Russia's New Beat Page 15; 
Editorial comment, Page 15; 
fepW markets, Page 24 


Mothers make war 
on Milosevic over 
Kosovo conflict 

The fight against ethnic Albanian 
‘terrorists 1 has divided the people of 
Yugoslavia, writes Guy Dinmore 

T: 


on the parliament and the 15 
EU nations to accelerate 
their efforts for giving legal 
authority to these budgets. 

A “trialogue" meeting 
between the Commission, 
the parliament and the coun- 
cil of ministers representing 
EU nations has been 
arranged for Friday. 

Non-governmental organi- 
sations affected by the freeze 
have also been calling for 
action to end the uncer- 
tainty. 


his was not why Major 
General Gradimir Ziva- 
novic had joined the 
Yugoslav army. The portly 
figure In a tight uniform, his 
discomfort exacerbated by 
Belgrade's summer heat, 
was surrounded by a baying 
crowd of angry women. 

Andjelka, a towering 
blonde acting as ringleader, 
bad stopped all traffic out- 
side the army's general 
headquarters and was 
shouting: “Fascists, Fascists. 
Give os our children back." 

Dabbing the contents of a 
cup of coffee hurled at bis 
neck, MaJ Gen Zivaoovic was 
a model of politeness, assur- 
ing the crowd of loo or so 
women that they would be 
granted speedy contact with 
their sons - drafted into the 
Yugoslav army to fight eth- 
nic Albanian “terrorists” in 
Serbia’s province of Kosovo. 

Expressing deep regret but 
“with my heart full of pride" 
he also announced, with an 
unfortunate sense of timing 
the death of another young 
soldier on the Albanian bor- 
der. The crowd erupted 
again. “Who else is responsi- 
ble but President Milosevic?" 
said Jadranka. her son some- 
where in Kosovo. “He’s 
going to destroy us alL He 
thinks we’re stupid. We 
want our children back safe 
and sound." 

Some said their young 
men, required to do one 
year’s national service, bad 
been transported to Kosovo 
with less than a month's 
training. A middle-aged man 
wept. His son bad been out 
of contact for three weeks. 

It was a scene made more 
poignant by the fact that the 
midday flow of Belgraders 
on the other side of the 
street paid little attention 
and offered no support. 

Some even heckled them. 

“Who will go to Kosovo if 
your sons don’t fight? Are 
you a Croat?” shouted one 
woman. Police moved in to 
stop a fist fight 
The war in Kosovo, where 
separatist rebels of the eth- 
nic Albanian majority are 


fighting for a land the Serbs 
regard as sacred, has divided 
the people of Serbia and 
Montenegro, the two repub- 
lics left in Yugoslavia- 
Much anger is directed at 
Slobodan Milosevic, the 
Yugoslav president, for stok- 
ing a conflict that has 
resulted in the imposition of 
tough economic sanctions by 
the west But at the same 
time he appears to have 
broad support in Us confron- 
tation with the US, which 
brandishing the threat of 
Nato intervention, is leading 
diplomatic efforts to stop the 
war. Those with money and 
connections are sending 
their children out of Yugo- 
slavia. Visa qneues have 
doubled outside western con- 
sulates. The dinar has 
renewed its decline on the 
black market. Supplies of 
petrol and basic foodstuffs, 
such as sugar and cooking 
oil. are erratic. 

Anti-American sentiment, 
fuelled by vitriolic reports 
carried by state media, is 
building up in Belgrade, 
even among educated people 
with ties to the west 
Many admit they are con- 
fused by what is happening 
in Kosovo and distrust what 
they see on state television, 
but at the same time there is 
a broad acceptance of the 
government’s racist propa- 
ganda. 

Rada Trajkovic, a member 
of the ultra-nationalist Radi- 
cal party and the Serbian 
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Heacfing to the war zona: Yugoslav sofctisrs pan through a checkpoint on thnfr way to Kosovo 
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minister for family affairs, 
recently described Albanian 
women as “breeding 
ma chines forced to bear chil- 
dren" They have so many, 
Dr Trajkovic said, they 
sometimes can’t even 
remember their 

Her rhetoric strikes a 
chord among Serbs whose 
numbers are dwindling 
because of their negative 
birth-rate. 

Population experts warn 
that if current trends con- 
tinue then Serbs will be an 
ethnic minority in their own 
country within the next two 
generations. 

Laying a foundation -at a 
new kindergarten in Kosovo 
amid swathes of lush grass 
and happy children. Dr Traj- 
kovic also laid into Richard 
Holbrooke, the US envoy, for 
meeting “terrorists" of the 
Kosovo liberation Army in 
the Serbian province last 
week. Vqjislav Sesefj, a for- 
mer paramilitary leader who 
heads the Radical party, said 


the aim of the US was the 
“complete destruction of th e 
Serb people”. His party, he 
said, stood ready to fill the 
ranks of the Serbian police 
and Yugoslav army should 
the government call up vol- 
unteers. 

Diplomats believe that up 
to 50 army conscripts have 
deserted in recent weeks and 
several hundred police have 
refused to go to the front. 

Miroslav 2 Solevic, who 
organises what he calls “an 
independent- group of patri- 
ots”, says t5e Serbs "are not 
waiting to be saved by an 
Inefficient government from 
the ethnic rieamang of the 
Albanian terrorists". 

Mr Solevic threatens that 
if, as some Serbs suspect, Mr 
Milosevic ^preparing to sell 
out Kosovo} then there are 
enough patriots to declare 
their own Kosovo state with 
Bishop Artemije as its 
leader. 

Contacted on his mobile 
phone somewhere In Europe, 


UN to launch weapons collection project in Albania 


The United Nations has 
announced plans to launch a 
weapons collection 
programme in Afoania, to gain 
control of arms seized last 
year during unrest which 
plunged the Balkan country 
into chaos, writes Laura 
SOber at the UN in New 
York. 

Jayantha Dhanapala, UN 
undersecretary-general for 
disarmament affairs, said 
while the UN had conducted 
similar pr o grammes 
elsewhere, this effort was 


unique because the weapons 
ware largely held by chrflians, 
not combatants. 

Its scope, however, is 
limited. Some Albanians fear 
that by failing to cover 
northern Albania, which is 
Hooded with weapons bound 
for neighbouring Kosovo, 
where ethnic Albanians are 
fighting for independence 
from Serbia, the disarm 
ament effort will have Cttfe 
impact 

The government estimates 
that 650,000 guns. 20,000 


tonnes of explosives and 
1.5bn bullets and artillery 
shells in 1997 were taken from 
army and poSce depots 
by crowds, angry over the 
collapse of Pyramid schemes. 

Mr Dhanapala said the UN 
had proposed to launch a 
pilot project fo Grams hi, a 
district of 50,000 people In 
central Atoania. 

People would reflnquish 
their weapons in exchange for 
community development 
schemes such as the building 
of roads and factories. 


the Orthodox Church leader 
of the Kosovo Serbs declined 
to comment- 

just as it {fid during the 
wars in Bosnia and Croatia, 
the Serbian Orthodox 
Church appears to be whip- 
ping up nationalist passions 
Politika, the newspaper of 
the ruling Socialist party, 
quoted a priest as saying 
that among 10 Serbs alleg- 
edly abducted by the K LA 
recently, three had been cas- 
trated one had died. 

“The worst Is feared for 
the nuns of Musotlste," said 
the unidentified priest, 
claiming that their convent 
had been jmcjgr ljJAp$ttaek. 

Even Mr MDoseric's mono- 
lithic Socialist party, the 
heirs of Yugoslavia’s old 
communist elite, is not 
immune to the divisions 
over Kosova Party sources 
said Mr Milosevic had 
stunned Socialist leaders at 
a Belgrade meeting last 
month when he suggested 
that they should go down to 
Kosovo and initiate a grass- 
roots campaign to win back 
the hearts and minds of the 
Albanian people. 

Western diplomats in con- 
tact with Mr Milosevic also 
wonder if he realises the 
true depth of the crisis in 
Kosovo and the dangers it 
presents to neighbouring 
Albania and Macedonia.' 

“Milosevic believes what 
you report is completely fab- 
ricated,” a senior envoy tcdd 
a foreign journalist. “He 
doesn’t believe the Interna- 
tional media. His view of 
reality is different. He lives 
In considerable isolation." • 


RED TAPE CUTS TAKEOVER ACTIVITY 

1 * "V "V ' ' 

German compatH^siarllo 
lose interest in the east 

German companies have cutback on corporate acquisitions 
in eastern Europe accord&»to a tfeidy by MSA International, 
a consultancy based in KdnlgsteJn near Frankfurt. According 

to the study, only one Fo&sh company found a German buyer 
in the first six months of this year, compared wfth 13 last 
year, in Hungary German takeovers also -declined, from four hi 
the first 'half 'of 1 90Tte> one In 1998. 

Amo Burckhardt, the consultancy's managing drector, sad 
takeovers and joint ventures involving German businesses had 
virtually stopped dsafthsre in eastern Europe and Russia. 
Companies ware aiwofcSng the region, Mr Burckhardt said, 
because of red-tape and uncertainty about the taws, in the 
Czech Republic, simply to Instafi a new manager involves big 
complications and most companies think It’s not worth rt,“ 
said Mr Burckhardt Companies had criticised eas t ern Euro- 
pean countries for their lack of fair play towards foreign 
investors”. Tobias Buck, Bonn 


GREEK SmPPlMGJRSJD^ 

Attempted murder charge 

A Greek shipowner was charged yesterday with attempted 
murder in the shooting of another coastal ferry owner. A court 
official said Evangetos Ventouris, a member of the Ventourts 
shipping family which controls about 20 passenger femes, 
would be held In police custody whfle a magistrate decided 
whether to allow baft. 

Costas Agapftos, who runs a ferry company In the Agapitos 
shipping group, was attacked by two men on a motorcycle n 
Athens’s port, Piraeus, on Sunday. He was shot In the shoul- 
der and legs, but claimed to have recognised Mr Ventouris as 
one of the assailants. - 

Mr Ventouris claimed he was at home watching the World 
Cup final when the attack took place. . . 

The Ventouris and Agapitos groups compete on shipping 
routes to the Aegean islands. Kerin Hope, Athens 


CZECH INFLATION ON TARGET 


Bank to ease monetary policy 

The Czech National Bank yesterday signalled it was preparing 
to ease its tight monetary policy after net inflation came within 
its target range for the first time. “We are now well on track to 
meet our inflation target,' said Miroslav Hmctr, the member of 
the bank board responsible for monetary policy. It enables us 
to consider some easing of our poBcy in the very near future’ 

In statistics for June reported last week, year-on-year infla- 
tion fell to 12 per cent from 13 per cent in May. 

Net Inflation of regulated prices and indirect taxes fall to 65 
per cent, down from 7.6 per cent In May and just within the 
bank's target corridor of between 5.5 per cent and 6.5 per 
cent by the end of the year. Mr Hmdr said the bank had also 
been impressed by improvements in the current account defi- 
cit and real wages ware falling whfie productivity was rising. 
Robert Anderson, Prague 


SPANISH PRICE S 

halation rate at 2.1% 

'Consumer prices in Spain rose by 0.1 'per cent in June to give 
a cumulative Increase of 0.5 per cant over the first six months 
of the year and brought the year-on-year headline inflation 
rate to 2.1 per cent, up from 2 per cent at the end of May. 

- Cristobal Montoro, the secretary of state for the economy, 
said the inflation figure was positive and the government 
would “comfortably” meet its target of a 12-month, 2-1 per 
cent increase in the consumer price index at year's end. 

The inflation figures were affected by a OB per cent June 
price spurt In the services sector which kept the year-on-year 
increase in service prices unchanged at 3.7 per cent from 
May and up from 3.4 per cent, year on year, in June 1997. 

_ The impact of an inflationary service sector was offset by a 
feflfri fresh food prices and by decelerating energy prices. 
Tom Bums, Madrid 

SLOVAKIA POLITICS 


Fighting continues as talks fail 


By David Buchan in Pristina 
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Opposition Serb politicians 
yesterday travelled to the 
disputed province of Kosovo 
for their first formal talks 
with ethnic Albanian leaders 
as fighting continned 
between government secu- 
rity forces and armed Alba- 
nian separatists. 

But the belated attempt by 
Belgrade-based political 
opponents of President 
Slobodan Milosevic to open a 
peace c h a n nel ended in little 
except a common desire to 
reach a political solution, 
before Serbs are chased out 
of the province and a victori- 


ous Kosovo Liberation Army 
(KLA) dismisses the ethnic 
Albanian political hierarchy. 

Pristina’s Albanian politi- 
cians are nervous about the 
Increasingly strong KLA 
which refoses to endorse any 
of than. 

Femhi Agani, vice-presi- 
dent of the establishment 
LDK party, welcomed talks 
with the Belgrade opposition 
parties, and said both sides 
agreed the present violent 
situation was “insupport- 
able". 

But he said the two sides 
favoured “completely differ- 
ent” political solutions - 

with Serb politicians believ- 


ing Kosovo should somehow 
stay within the Yugoslav 
republic of Serbia white he 
and other Albanians wanted 
independence from Serbia. 

He added: “We didn't 
expect much from the Serb 
opposition parties, because 
they have been marginal- 
ised" in Belgrade. 

What yesterday’s talks did 
show is a growing Serb 
desire for outside diplomatic 
Intervention. Mr Milosevic 
himself has now admitted up 
to 100 International monitors 
into Kosova 

Yesterday Zoran Djindjic, 
leader of the Democratic 
party of Serbia and the most 


significant of the four oppo- 
sition parties that went to 
Pristina yesterday, called on 
the Yugoslav president to 
admit that the war was 
beyond his control and to 
call in the United Nations 
and the European Union’s 
mediator, Felipe Gonz&lex, 
former Spanish foreign min- 
ister. 

It was a mistake to 
believe, Mr Djindjic said, 
negotiations could succeed 
without Mr Ganz&lez. “Good 
ideas can be stronger than 
rifles and cannons," he 
said. 

Momcilo Trajkovic, leader 
of the Serb Resistance Move- 


ment, yesterday spelt out the 
increasing desperation of his: 
fellow Kosovo Serbs. Meet- 
ing with the Belgrade oppo- 
sition leaders in an orthodox 
monastery outside Pristina, 
Mr Trajkovic told them “the 
situation on the ground, is 
catastrophic" with local 
Serbs arming themselves or 
fleeing the province in the 
face of the KLA advances. 

In the absence of any polit- 
ical strategy from Belgrade, 
“we are nearing a confronta- 
tion between the Serb and 
Albanian peoples instead of 
just between the Serb gov- 
ernment and the Albanian 

separatists”. 


Potential crisis defused 

Slovak deputies yesterday defused the potential constitutional 
crisis looming this autumn by unanimously supporting a MU 
transferring the power to appoint a government to the speaker 
of the parlament 

Without the biH, which was proposed by the government, 
the prime minister, Vlacfimfr Medar, would have had no one to 
resign to after the elections in September because no poten- 
tial successor has looked Oka being able to attract the sup- 
port of three fiffrts of deputies since President Michal Kovac 
stepped down in March. • 

Opposition politicians, who question Mr Medar’s demo- 
cratic credentials, feared that he planned to use the constitu- 
tional vacuum to stay In office If, as opinion polls suggest he 
were to lose the elections. Robert Anderson 


HI A ND IRAN 

Delegation to visit Tehran 

A European Union delegation fs due to vfeft Tehran on Friday 
for thefirst talks since the EU lifted a ban on high-level con- 
tacts with Iran in January, a' senior Iranian official said yester- 
day. Senior foreign ministry of ficia ls from Britain, Austria and 
Gwmany would make ip the delegation, said AH Aharu. Ira- 
nian foreign ministry director-general. 

The visit by the representatives of the European Union 
"Troika" - past, present, and future EU presidents - would 
last three days, Mr Ahanl added. 

Ties between Iran and Euope have been Improving since 
hitting a low point last year after a German court concluded 
that Iranian leaders had ordered the 1992 killings of Kunfeh 
efissidents in Germany. 

Tehran denied the charge. Reuters, Tehran 


INFORMATION TECHNOLOGY COMPANIES SUFFERING FROM SHORTFALL IN COMPUTER GRADUATES 


German skills shortage damaging growth 


By Tobias Buck h Boon 


German information 
technology companies are 
suffering from a severe skills 
shortage that has seriously 
damaged the sector's 
growth. 

According to a report 
published today by the 
Munich-based Ifo economic 
research institute, sales of 
software, hardware and 
related services are expected 


to grow by 7.7 per cent this 
year. However, the report 
said growth would be much 
higher if companies were 
able to employ as many 
people as they were looking 
for. 

The number of specialists 
needed is rising sharply. 
Last year, according to 
JQrgen RQttgers, minister 
for science and technology, 
the sector could have 
absorbed around 60,000 new 


employees. The German 
federation of IT companies 
said the figure could now be 
as high as 100.000. 

An estimate by the IT 
federation suggested present 
growth could be twice as 
high if the sector's d em an d 
for engineers, programmers, 
consultants and software 

specialists were met 

According to Ifo, over 40 
per cent of IT service 
companies said they were 


unable to expand business 
because of a lack of qualified 
employees. Availability of 
skilled labour was deemed 
“poor” by two-thirds of IT 
companies. Virtually none 
said the situation was 
“good". 

Although IT skills 
shortages are worldwide, 
Germany feces a number of 
specific difficulties. Frank 
Staudner of the IT federation 
said companies were 


suffering ffom a cyclical 
shortfall in graduates with a 
degree in engineering or 
computer studies. Five to six 
years ago. students shunned 
these courses because 
companies were shedding 
labour and had stopped 
employing graduates. These 
students are now badly 
missed, - as German 
□Diversities turn out far too 
few graduates to satisfy 

riftTrurntj , 


Wolf-Rodiger Hansen of 
Software AG, one of 
Germany's largest it 
companies, criticised 
university courses for being 
too theoretical and largely 
ignoring teamwork and 
commercial aspects. 
Graduates often needed 
intensive training before 
starting - work at the 
company's headquarters in 
Darmstadt near Frankfurt. 

The problem is made 


worse by Germany's tight 
regulations governing 
employment of computer 
specialists from non-EU 
countries. Although there is 
great demand for lower- 
skilled computer specialists 
from countries such as India 
to do work related to the 
millennium bomb or 
Europe's single currency, 
German - companies are 
unable to obtain work 
permits. 
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Turkey’s 
PM warns 
of early 
election 


Mesiit Yilmaz. the Turkish 
prime minister, yesterday 

warned that a row within his 

minority government coali- 
tion over pay rises for the 
public sector could spark an 
early election. 

Rfr Yilmaz, who has staked 

his credibility on n«Hng mod- 
est public sector wage rises 
to curb Turkey’s inflation 
rate, made his warning as 
angry members of Turkey's 
biggest trade unions yester- 
day lent their weight to his 
political critics. 

Workers affiliated to Kesk, 
which represents half a mil- 
lion public servants, spent 
their lunch breaks staging 
noisy protests in Ankara, Ist- 
anbul and a dozen towns 
across the country. They 
chanted their opposition to 
Mr Yilmaz’s plans to 
increase their wages by 20 
per cent in the second half of 
this year. 

Turkish inflation, despite 
falling for four winnftm in a 
row. Is still running at more 
than 90 per cost annually, 
and the trade unionists do 
not believe government 
claims that it will fall to SO 
per cent by the end of the 
year. En private, even Trea- 
sury economists reckon that 
66 per cent is a more realis- 
tic figure. 

Nazim Alkaya, a Kesk 
spokesman, told protesters 
in Ankara that the proposed 
rise had been fixed ** accord- 
ing to the whims of the 
International Monetary 
Fund”, with which the gov- 
ernment signed a monitoring 
agreement earlier this 
month. 

On Sunday. Husamettin 
Cindoruk, leader of the Dem- 
ocrat Turkey Party, the 
coalition’s junior partner, 
said: “There is no clear rela- 
tion between pay rises and 
inflatitm . EHthor the prime 
minister agrees to a. rise in 
the region of 35 per cent or 
the Democrat Turkey party 
will no longer be a part of 
the cabinet.” Yesterday. 
Bulent Ecevit, deputy prime 
minister, also raised the pos- 
sibility of early elections. 


Economic prospects for southern Italy ‘poor’ 


By James Blitz in Rome 


One of the Waiting ItwrttnWa 
for the study of the southern 
Italian economy yesterday 
sainted a stark picture of the 
prospects for the Mezzo- 
giomo. saying there would 
be no net Increase in 
employment in the region 
this year. 

In an annual report that is 
certain to fuel tte jntityat 
debate on what needs to be 
done for the Mezzogiorno, 
Svimez, a Rome-based insti- 


tute, said investment in tin 
south last year was at “its 
lowest level since the 1950s” 
and that “more intense gov- 
ernment action” was needed 
to revive the region. 

At the heart of yesterday's 
report was data on economic 
growth showing the gap 
between the northern and. 
southern p/vwnmi»g as con- 
tinuing to widen, raising 
Questions about how the 
Me2zogiorno would cope 
with membership of a single 
European currency. 


Svimez said it expected 
gross domestic product 
growth in the north and cen- 
tre of Italy in 1996 to be 2.6 
per cent but that the south 
would register only L5 per 
cent growth. In 1999. the 
organisation does not expect 
the gap in growth rotes to 
narrow. It predicts GDP 
growth for the north of 3 per 
cent and 2 per cent Tor the 
south. 

The figures for joblessness 
are no less stark in a region 
that bas one of the highest 


rates of official unemploy- 
ment (22^ per cent in 19971 
In Europe. Svimez is predict- 
ing that the employment 
level in the south this year 
will be unchanged, even 
though the European econ- 
omy is in the throes of an 
upswing and it expected 
employment in the north to 
rise by tX2 per cent 
Investment to the south is 
down again. Construction 
and public works dropped &5 
per cent during the course of 
1997, despite an increase of a 


simi l a r magnitude in north 
Italy. Before this, investment 
to the south was falling at a 
rate of between 10 and 15 per 
cent per year in the 1990s. 

The severity of the prob- 
lems facing southern Italy is 
due to the phasing out from 
1992 of the wave of “ extraor- 
dinary’' transfers of public 
money from north to south 
that dominated the 1980s. 

Hie effect that ending this 
huge cash subsidy has had 
on the south can be seen in a 
range of figures published 


yesterday. Is 1991, the 
south's GDP was 25.3 per 
cent of the national total but 
is now 24.2 per cent. The 
GDP per capita nf the south 
was 58.6 per cent that of the 
north-centre region to 1991; 
the ratio was down last year 
to 515 per cent. 

Svimez also published data 
showing the south's specific 
problems. One in three 
southerners work in the 
black economy, and some 42 
per cent of the workforce in 
Calabria work illegally. 


Italian public mood softens towards embattled Berlusconi 


James Blitz reports on a growing feeling 
that the media magnate has suffered 
harshly at the hands of the magistrates 


S ilvio Berlusconi, Italy’s 
centre-right opposition 
leader, is in the head- 
lines again over corrupti on 


Less than four years after 
his short-lived government 
was brought down in a mass 
of allegations in v olv ing his 
Flninvest group, the nM »dl» 
tycoon has been found guilty 
of bribing tax inspectors ayd 
illegally funding the once 
powerful Socialist party to 
tbe tone of L20bn (*LL2m). 

In the last week, Mr Ber- 
lusconi has r ec e i v ed prison 
sentences totalling more 
than five years. He is 
unlikely to serve ttwn , how- 
ever. Italy’s cumbersome 
judicial system Tn«ma Mr 
Berlusconi Is allowed two 
appeals following a guilty 
verdict and cannot be 
detained pending comple- 
tion. Few Italians expect to 
Bee the eternally-tanned 
mpflta magnate walk into jail 
soon. 

There is another reason, 
however, why Mr Berlusconi 
may feel confident in the 
aftermath of these sen- 
tences. 

There are signs that, for 
the first time since he lost 
the premiership, public opin- 
ion in Italy is no longer 
quite as supportive as it 
nmv was of the Milan prose- 
cutors who hound him daily. 

Since the early 1990s, 
when they began the famous 
series of “dean hands” trials 
against top politicians, the 


MBan group of prosecutors - 
such as recently-elected sen- 
ator Antonio Di Pietro - 
have been heroes for Ital- 
ians. 

Italian district attorneys 
gained huge powers over the 
post-war period. The Milan 
group, like others, is totally 
unaccountable to the govern- 
ment executive in Rome and 
free to decide which investi- 
gations to pursue. 

In the 1980s, the Milan 
group has used these powers 
to spectacular effect bring- 
ing' down the Christian Dem- 
ocrat ruling class whose 
dientetism reached into the 
very heart of post-war Ital- 
ian society. Yet their cam- 
paign now seems to be toe- 
ing* difficulties. Parts of the 
Italian public for fh*> 
first time to be turning 
against the magistrates. 

Sergio Romano, one of 
Italy's lMifag pniirtrai com- 
mentators, spoke of “a 
remarkable change” in the 
public mood over tbe last 
few months, arguing that 
“more people are now on 
Berlusconi’s side than the 
judges’ side”. Renato Mau- 
nheimer, a leading Italian 
psephologist, also said there 
had been a drop in support 
for the prosecutors in the 
last two months, although 
that did not necessarily 
translate into extra support 
tor Mr Berlusconi. 

. Ernesto Gaili della Loggia, 
another l eading commenta- 
tor, said people believed Ber- 
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lusconi had been too much 
the target of the judges' 
attacks. "Nearly every Ital- 
ian company balance sheet 
is falsified somehow,” he 
said, “so why there should 
be this lone focus on Berlus- 
coni’s - accounts seems 
strange." 

P resident Oscar Luigi 
Scaltoro, Italy’s heed of 
state, last week com- 
pounded this sense that Ber- 
lusconi was being victim- 
ised. He spoke of the 
“defects" in the attorneys’ 
behaviour, questioning, for 
example, why in 1994 they 
had formally pressed 
charges against Mr Berlus- 
coni for bribing tax inspec- 
tors just as the then prime 


minister was hosting a UN 
conference on organised 
crime. 

Id an additional sign of tbe 
changing mood, Rome’s poli- 
ticians have been pon- 
dering the setting up of a 
new parliamentary commis- 
sion to examine political cor- 
ruption under the old Chris- 
tian Democrat-dominated 
regime. The commission 
would permit parliament to 
summon the Milan judiciary 
to Rome and account for its 
handling of the trials. The 
project will probably never 
get off the ground, but has 
more support from members 
of the rating centre-left than 
mi gh t have been the case a 
few months ago. 

None of this is to suggest 


that the struggle between Mr 
Berlusconi and tbe judiciary 
is anywhere near being 
resolved. Mr Di Pietro, dar- 
ling of the prosecutors, last 
week launched a vitriolic 
attack on President Scaltoro. 
In October, the attorneys 
wifi press *> hefid with then- 
most serious allegations 
thus tor: that Mr Berlusconi 
bribed Rome’s judges in the 
early 1990s to get favourable 
judgments for bis busi- 
nesses. 

Whatever the outcome, the 
struggle is one that will 
determine the course of Ital- 
ian politics for two reasons. 

First, it will help deter- 
mine how long Mr Berlus- 
coni can stay at the helm of 
the centre-right. Some on his 
political wing - most nota- 
bly a newly formed group of 
neo-Christian Democrats led 
by Francesco Cossiga, a for- 
mer president - are position- 
ing themselves for his falL 
“ Opposition to Mr Berlus- 
coni is the only thing that 
holds together the centre-left 


coalition that runs the coun- 
try." said Carlo Scognamig- 
lio. one of Mr Cossiga ‘s clos- 
est aides. “Once Berlusconi 
goes, you will see a shake up 
of tbe left and right coali- 
tions and the revival of the 
Christian Democrat centre." 

Second, Italy cannot hope 
to acquire a functioning con- 
stitution or overhaul its 
shambolic legal system with- 
out first ending its obsession 
with the corruption of the 
ancien regime. 

An increasing number of 
politicians and commenta- 
tors know this. 

As Mr Galli della Loggia 
put it: “More and more 
people are saying that they 
want to put an mid to this 
story of corruption investiga- 
tions, make a clean break 
with the past bring the mag- 
istrates into line, have an 
amnesty if necessary. 

“But the problem is that 
they do not know how to do 
this without giving some 
kind of victory to Berlus- 
coni." 


Cost of 
bank 
payments 
‘to plunge’ 

By George Graham, 

Banking Editor 


Prices for cross-border and 
domestic honk payments ore 
set to plunge over the next 
few years, with the introduc- 
tion of the euro helping to 
speed the trend. 

A study* by Boston Con- 
sulting Group, the manage- 
ment consultancy, forecasts 
the average price of a domes- 
tic payment to Europe will 
toll from $1.08 to 55 cents by 
2005. 

The decline will be much 
steeper in the wholesale 
market, where rates ore 
expected to fall at an anmi.il 
rate of 9 per emit from $1.03 
to 40 cents. 

In cross-border payments, 
the average rate worldwide 
is likely to drop from $57.46 
to $31.01 for wholesale cus- 
tomers and from $5.30 to 
S2.57 for retail customers. 

Within Europe, much of 
that decline comes from the 

elimination of profits on the 
foreign exchange conversion, 
which accounts for 65 per 
cent of banks’ revenues Cram 
retail customers’ cross-bor- 
der transmissions, and for 45 
per cent of wholesale reve- 
nues. 

Nick Viner. a BCG 
vice-president, said Euro- 
pean monetary union was 
causing companies to ques- 
tion the way their payments 
and cash management needs 
were met. As many os 68 per 
cent were considering 
switching banks. 

BCG expects three to five 
large banks to emerge as 
dominant global providers of 
payment services. 

While many banks have 
already recognised they are 
imlikply to make it into this 
global elite, the report sug- 
gests the alternative of join- 
ing payment “clubs” may 
not give the same reach. 

In tbe retail sector, BCG 
predicts a rise from 12lbn 
non-cash payments world- 
wide in 1995 to 280bn, with 
total revenues climbing from 
JlBZbn to *268bn. 

*” Global Payments 1998 n ; 
£200 from Boston Consulting 
Grom tel 0171-753-5353. 
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WORLD TRADE 


BA may turn 
to rival aero 
engine makers 


By Mcbad Skapinker, 
Aerospace Correspondent 

British Airways is talking to 
Rolls-Royce of the UK and 
Pratt & Whitney of the US 
about supplying engines (or 
any future orders of Boeing 
777 aircraft. BA's 777s are at 
present powered by General 
Electric engines. 

BA has yet to launch a for- 
mal contest between the 
world's three biggest engine 
suppliers, but is understood 
to have discussed its require- 
ments with them. BA 
declined to comment 
A defection to Rolls-Royce 
or Pratt & Whitney would be 
a severe blow to GE, which 
won the contract to power 
BA's 777 fleet in 1991. That 
decision created a sensation 
in the industry as 
Rolls-Royce had long been 
BA's traditional supplier. 

The GE-90 engines used on 
BA's 777s have suffered from 
a number of problems since 
they went into service, 
although Sir Colin Marshall, 
BA’s chairman, said yester- 
day that these were no 
worse than might have been 
expected on any new 
engines. H We are more than 
satisfied with the perfor- 
mance of our GE-90 
engines, r he told the compa- 
ny's annual meeting. 
Rolls-Royce's loss of the 


BA contract created prob- 
lems for its sales force 
around the world, but the 
UK group has fought back 
by winning engines orders 
from several other airlines. 
They incrude Singapore Air- 
lines, Malaysia Airlines. 
Delta Air Lines and Ameri- 
can Airlines. 

American last year said it 
would use Rolls-Royce 
engines on an initial order of 
11 Boeing 777s. American 
could eventually buy up to 
50 Boeing 777s, which would 
all be powered by 
Rolls-Royce engines. Ameri- 
can and BA last week 
received conditional 
approval from the European 
Commission to implement a 
wide-ranging alliance. 

BA at present operates IS 
Boeing 777s and is awaiting 
delivery of 11 more. It could 
eventually increase its 777 
fleet further. 

Sir Colin also said yester- 
day that BA had yet to 
choose a supplier to equip Its 
short-haul fleet. The contest 
is between Boeing and Air- 
bus Industrie, the European 
consortium. Sir Colin denied 
reports that BA had already 
decided in favour of Airbus. 
“We wifi make a final deci- 
sion, based on the best com- 
mercial interests of the air- 
line and its shareholders, 
when we are ready." 


EUROPE’S AIRPORTS 

Heathrow 
may be 
busy but 
rivals are 
better 
connected 


By HBchaei Skapinker, 
Aerospace Correspondent 

London's Heathrow might be 
Europe's busiest airport, but 
Frankfort, Charles de Gaulle 
in Paris and Amsterdam’s 
Schiphol offer more connec- 
tions, according to a study 
by Airports Council interna- 
tional. 

Heathrow boasts 1,114 
intercontinental flights a 
week - far more than Frank- 
furt, the second busiest air- 
port, which has 704 intercon- 
tinental services a week. 
Charles de Gaulle has 638 
weekly Intercontinental 
flights and Schiphol 557. 

Ranked by the number of 
intercontinental destina- 
tions, however, Heathrow 
foils to fourth place. Airlines 
operating at Frankfort Oy to 
127 intercontinental destina- 
tions, compared with 107 at 
Charles de Gaulle, 106 at 
Amsterdam and 102 at 
Heathrow. 

An analysis of European 
and domestic flights pres- 
ents a similar picture, says 
ACI, which represents air- 
ports worldwide. Heathrow 


(ntercontinentaf services 
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Neighbouring Chinese airport to relieve Hong Kong air cargo chaos 


China will help Hong Kong 
relieve the air cargo chaos at its 
new airport by shipping goods 
through a neighbouring airport, 
Reuters reports from Hong 
Kong. Hong Kong has been 
battling to fix technical 
problems at its new airport. 


which opened last week, and at 
an adjacent $1 bn air cargo 
centre. Computer problems at 
the centre forced Che man 
cargo handler Hong Kong Air 
Cargo Terminals to suspend 
Imports and exports - except 
for some essential goods - until 


Saturday and cargo at the new 
terminal is being trucked back 
to the old Kai Tak airport for 
storage and distribution. 

But huge amounts of cargo 
still await sorting and shipping 
and offers of help by 
neighbouring Shenzhen, In 


southern China, and Macau 
could bring much needed relief 
to the city’s huge afr cargo 
business. 

Operational details were 
unclear but goods were 
expected to be trucked 
overland. 


is the busiest airport, with 
&232 flights a week to Euro- 
pean and domestic destina- 
tions. This compares with 
3434 at Charles de Gaulle, 
Amsterdam with 2,970 and 
Frankfort with 2392. 

Ranked by the number of 
European and domestic des- 


tinations, however, Heath- 
row is even further down the 
list Schiphol comes out on 
top. with its airlines offering 
152 destinations. Frankfort 
is In second place with 150 
destinations. Third place is 
held by Munich with 124 des- 
tinations. followed by 


Charles de Gaulle, Zurich. 
Copenhagen and London's 
Gatwick. Heathrow is in 
eighth place, with 87 Euro- 
pean and domestic destina- 
tions. 

Charles de Gaulle has 
shown the greatest growth 
in summer flights this year. 


compared with s ummer 1997. 
ACT said. The Paris airport 
has increased weekly flights 
by 684, compared with sum- 
mer 1997. Heathrow has 
increased flight numbers by 
479 flights a week and Schip- 
hol by 392 flights, compared 
with last year. 


Mexico and EU start talks on free trade accord 


By Leslie Crawford 
In Mexico City 

Mexico and the European 
Union yesterday began dis- 
cussing a free trade accord - 
the first between the EU and 
a Latin American country. 

Rosario Green and Herml- 
nio Blanco, Mexico's foreign 
and trade ministers, were in 
Brussels yesterday for the 
first meeting of an EU- 
Mexico joint council which 
will oversee the negotia- 
tions. 


The EU will be repre- 
sented in the council by 
Manuel Marin, commissioner 
for Latin American rela- 
tions, and the 15 foreign 
ministers of EU member 
states. The joint council will 
meet annually to review 
progress on the trade 
talks. 

European diplomats in 
Mexico said the timetable 
and framework for the talks 
would be set by a committee 
of trade negotiators in Sep- 
tember or October. 


Mexico's aim in seeking a 
free trade accord with the 
EU is twofold: it needs to 
reduce its dependence on the 
US as its main export mar- 
ket, and it wants to reduce 
tariffs and other trade barri- 
ers which the EU applies on 
Mexican goods. 

Last year, Mexico overtook 
Japan as the US's second 
largest trading partner. Can- 
ada being the first. But with 
more than 85 per cent of 
Mexican exports now head- 
ing north of the border. 


there is mounting concern 
that Mexico's economy has 
become overly dependent on 
a single market, and there- 
fore vulnerable to swings in 
the US business cycle. 

European exporters,- for 
their part, are worried about 
their loss of market share 
since Mexico joined the US 
and Canada in the North 
American Free Trade Agree- 
ment in 1994. Although the 
EU has a healthy trade sur- 
plus with Mexico, exporting 
$9.3bn last year against 


imports of $3£bn. bilateral 
trade has fallen to 6 per cent 
of Mexico's total, compared 
to ll per cent in 1990. 

Europe has Largely missed 
out on the dramatic rise in 
trading opportunities since 
Mexico began opening its 
economy in the early 1990s, 
while Nafta’s more favoura- 
ble tariff structures have put 
European exporters at a dis- 
advantage. In telecommuni- 
cations. European equip- 
ment manufacturers face 
Mexican tariffs of 15 to 20 


per cent, compared with tar- 
iffs of less than 5 per cent 
within Nafta. European tex- 
tiles and clothing face a 35 
per cent tariff in Mexico, 
against zero tariffs for Nafta- 
orlginated clo thing . Even 
Bourbon and Canadian rye 
have begun to edge out 
exports of Scotch whisky. 

An interim accord cm eco- 
nomic and political co-opera- 
tion, ratified by the Euro- 
pean parliament and the 
Mexican senate earlier this 
year, will allow both sides to 


begin negotiating reductions 
in trade and tariff barriers. 

Over the longer term, how- 
ever, European diplomats 
said the intention erf the EU 
was to establish a more com- 
prehensive agreement with 
Mexico, covering issues such 
as human rights, drug inter- 
diction and economic 
co-operation. "The accords 
will be a milestone that will 
establish a new basis for 
bilateral relations between 
tiie EU and Latin America," 
an EU diplomat said. 


US calls 
for less 
secrecy 
at WTO 


The US yesterday launched a 
campaign for increased 
transparency at the World 
Trade Organisation to rid ft 
of its secretive public image. 
Renters reports from 
Geneva. 

Rita Hayes, Washington's 
trade ambas sador to the 
Geneva-based WTO, said the 
US would present its propos- 
als at a general council 

meeting today. She dangled 
the possibility of more US 
funds and support for the 
WTO secretariat if it moved 
towards greater evenness. 

Ms Hayes said minutes of 
WTO meetings were some- 
times restricted for up to six 
months. Panel reports were 
kept under wraps for 
months, with only parties to 
a trade dispute receiving 
t-Hppi months ahead of other 
member states. 

The US envoy said she 
hoped the European Union 
would back Washington's 
proposals for openness and 
voiced confidence for a con- 
sensus accord, but conceded 
that not every country 
agreed. 

The bid for increased 
transparency may run into 
opposition from the develop- 
ing world where many coun- 
tries are reluctant to relax 
the secrecy rules that can 
keep environmental groups 
and non-governmental 
organisations out of WTO 
proceedings. 

But Ms Hayes said Wash- 
ington wanted closer ties 
between the WTO and the 
business community and 
environmental and labour 
groups. The 132-member 
WTO, stung by criticism 
that it pays scant attention 
to social problems, promised 
an image makeover at its 
ministerial meeting in May 
amid rails from President 
Clinton and Tony Blair. Brit- 
ish prime minister, for a 
more human face. 

The meeting, held amid 
violent demonstrations 
against the WTO on the 
streets of Geneva, also 
pledged to increase emphasis 
on the environment, social 
policy and health. 


INTERNATIONAL 


Rubin urges S Africa to 
embrace globalisation 


By Greta Steyn ki Johannesburg 

Robert Rubin, the US 
Treasury secretary .urged 
African governments to open 
goods and flnanrini markets 
and embrace globalisation 
even at the risk of political 
difficulties, 

Mr Rubin was in South 
Africa yesterday on the sec- 
ond leg of his African tour, 
which started in C6te 
d'Ivoire this week. 

He is scheduled to visit 
Namibia. Mozambique and 
Kenya next on a tour which 
is a follow-up of President 
Bill Clinton’s landmark visit 
to Africa in March this year. 
The emphasis of the tour is 
on building more efficient 
financial markets and eco- 
nomic governance. 

Mr Rubin's visit to South 
Africa comes after about two 
months of speculative attack 
on the rand, which has 
wiped out about 25 per cent 
of the value of the currency 
against the dollar this year, 
and has pushed interest 
rates to 13-year hlgbs. 

Political resistance 


towards the South African 
government's conservative 
macroeconomic policies have 
deepened since the currency 
crisis set in, and there have 
been calls for restrictions on 
capital flows. 

In a speech to students in 
Soweto yesterday, he said: 
“Pursuing policies that are 
essential to success in the 
global economy is politically 
difficult In any country. But 
we can't and you can't turn 
away from these difficult 
political challenges. The pol- 
itics of reform must keep 
pace with the policies of 

reform. 

‘T know the recent pres- 
sure on the rand has raised 
questions in South Africa 
about the appropriate path 
going forward. I believe 
strongly that South Africa 
should continue to follow 
the path erf global economic 
integration.” he said. He 
urged the South African gov- 
ernment to resist political 
pressures and to continue 
pursuing policies that would 
integrate it with the global 
economy. 


Mr Rubin, who has 
remained a staunch oppo- 
nent of controls on capital 
flows despite currency crises 
in emerging markets, 
emphasised the need for 
sound macroeconomic poli- 
cies to achieve stability in 
currency markets. 

He also emphasised the 
need to make credit more 
accessible to ordinary South 
Africans. His emphasis came 
through strongly in a panel 
discussion in Soweto on 
ird cro-enterprise. 

Mr Rubin touched a nerve 
of the South African banking 
industry by suggesting that 
US rules requiring banks to 
disclose lending to poorer 
citizens, as well as providing 
incentives for such lending, 
might be worth considering 
in South Africa. 

He was scheduled to dis- 
cuss policy issues and the 
currency crisis with Trevor 
Manuel, South Africa's 
finance minister, Chris Stals, 
the country’s central bank 
governor and Thabo Mbeki. 
the deputy President, yester- 
day afternoon. 


Exxon makes third Angolan oil find 


By Robert Condae 


Exxon, the US petroleum 
group, yesterday announced 
Its third consecutive oil dis- 
covery in the deep water off 
Angola. 

The Hungo well on Block 
15, about 360km west of 
Luanda, Is the latest in a 
string of recent discoveries 
that have confirmed the 


potential of Angola's deep 
water to become a major 
source of oil in the next 
decade. 

Lee Raymond, Exxon's 
chairman, said recoverable 
reserves on Block 15 should 
be “on the onto: of lbn bar- 
rels” of oil equivalent, which 
includes natural gas. 

The Hungo well encoun- 
tered four oil-bearing reser- 


voirs during its drilling, and 
was tested at a flow rate of 
16,900 barrels a day, the 
highest rate of the three dis- 
coveries made so far on 
Block 15. 

The other partners in 
Block 15 are British Petro- 
leum, Statofl of Norway and 
Agip of Italy. Sonagol, the 
Angolan state oil company, 
is the concessionaire. 


Oil industry activity in the 
deep water off Angola is 
accelerating in spite of low 
oil prices. 

Last week Elf Aquitaine of 
France announced contracts 
worth more than $lbn to 
develop its Girassol discov- 
ery on Block 17, while Chev- 
ron, the San Francisco-based 
group, said that it had i rted e 
a third major discovery 


on Block 14. 

• Iraq and Syria have 
agreed to reopen an oil 
export pipeline Unking Iraq's 
Kirkuk oil field with Syria's 
Mediterranean port of Ban- 
ias. 

Reopening the line would 
give Iraq a third official 
route for its oil exports 
under the United Nations 
ofl-for-food programme. 


UN hits 
at plan to 
enlarge 
Jerusalem 

By Laura SOber in New York 


Iraq’s Kurdish north suffers in limbo 

Partly freed from Baghdad’s grip, the Kurds' 
future remains uncertain, enmeshed by the 
Iraq-UN stalemate. Roula Khalaf reports 
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Bank for cutting forex 
risks to start in 2000 


By Daniel Dorabsy 

An organisation designed to 
reduce some of the risks of 

the $3,500bn a day foreign 

exchange market has raised 
enough capital to start 
operations in 2000, it was 
announced yesterday. 

CLS Services (CLSS), a 
London-based organisation 
made up of leading hanks 
and financial institutions, 
wifi have more than Jl50m 
in funding. 

it intends to use a system 
of simultaneous payments to 
combat “settlement risk”, 
the risk that a hank might 
foil before settling a foreign 
exchange transaction for 
which it has received pay- 
ment. 

The announcement by 
CLSS came a day after the 
Bank for International Set- 
tlements warned that more 
had to be done to reduce set- 


tlement risk. According to a 
survey by the central banks 
of the Group of Ten industri- 
alised countries, over 60 per 
cent of hank* underestimate 
settlement risk. 

Since the foreign exchange 
markets expand across many 
time zones, at present a 
bank can wait up to 18 hours 
- or several days during 
weekends or holidays - 
before it receives foreign 
exchange for which it has 
already paid. 

In this time, it is exposed 
to the risk that the counter- 
party might foil. Settlement 
risk can be up to three times 
as much as the nominal 
value of the transaction. 

"This is a giant industry 
education problem. But the 
rise in volumes and volatili- 
ties In the world foreign 
exchange market has 
increased the awareness of 
settlement risk," said Larry 


RecknageU CLSS chief exec- 
utive. 

CLSS said that after 
approving 24 new sharehold- 
ers Including financial insti- 
tutions such as Goldman 
Sachs, Sumitomo Bank and 
National Australia Bank, it 
had enough capital to com- 
plete its plans for a settle- 
ment bank on schedule In 
2000. 

The settlement bank, to 
operate oat of New York, 
will carry out the two parts 
of a foreign exchange trans- 
action simultaneously, so 
reducing settlement risk. 

The bank will opsate con- 
tinuously, bold accounts in 
different currencies and be 
connected to the central 
hank settlement systems for 
eight currencies. Over the 
medium term, CLSS hopes to 
carry out settlements for 50 
per cent of the foreign 
exchange market 


The United Nations 
delivered its second rebuff to 
Israel, when the Security 
Cbuncil called unanimously 
for the government to aban- 
don its plan to extend the 
boundaries of Jerusalem, 
calling it “a serious and 
damaging development”. 

The Council called on 
Israel "not to proceed with 
that decision and also not to 
taken any other steps which 
would prejudice the outcome 
of the permanent status 
negotiations”. 

The presidential statement 
followed an overwhelming 
vote In the General Assem- 
bly last week to upgrade Pal- 
estine's observer status at 
the UN, by allowing it to co- 
sponsor resolutions and 
intervene In debates. 

Arab states originally 
sought a full-scale resolu- 
tion, denouncing Israel's 
Jude si decision to extend 
the jurisdiction of Israel. But 
the US threatened to veto 
the resolution and after a 
week of horo&trading finally 
agreed to a watered-down, 
but critical, presidential 
statement 

The Palestinians have 
complained that Israel’s 
plans pre-empt the perma- 
nent status negotiations, due 
to be completed by next 
May, under the Oslo peace 
accords. Israel, which cap- 
tured East Jerusalem in the 
1967 war, considers the 
entire city its undivided cap- 
ital while the Palestinians 
see East Jerusalem as the 
capital of an eventual Pales- 
tinian state. 


he village of Heran in 
Iraq's Kurdish north 
once dreamed of becom- 
ing a summer resort. But 
mired in the Kurds’ tumul- 
tuous history of bloodshed 
and destruction, it never 
came even near. 

Its garden of pomegranate 
trees was and burned by 
Iraqi forces in 1968. Villagers 
say chemical weapons were 
used, though Baghdad 
denies it 

Baghdad was back three 
years later to put down the 
Kurdish uprising after the 
Gulf war. The people of 
Heran and most villages in 
the north rushed to the 
Turkish and Iranian borders, 
forcing the Gulf war allies to 
set up a “safe haven” in the 
north and expel Iraqi troops. 

Since 1994. the village has 
been In the frontline of fight- 
ing between rival Kurdish 
groups, driven by personal 
ambitions of Kurdish leaders 
and disputes over money. 
I’ve seen nothing but suffer- 
ing my whole life,” says a 
74-year-old villager. 

Like the rest of northern 
Iraq, Heran lives in Umbo. 
Scarred by a bloody past it 
is uncertain about the 
future. The peshmergas - 
Kurdish guerrillas - stroll 
down the main street 
waiting for the fi ghting to 
resume. Meanwhile, the two 
main Kurdish factions are 
engaged in a “peace pro- 
cess”. Both are also said to 
be talking to their common 
enemies in Baghdad. 

For food, medicine, and 
any hope of improvement in 
infrastructure, the people of 
Heran have to turn to the 
United Nations, which 


imposed sanctions on Iraq in 
1990. 

Under the ofl-for-food pro- 
gramme. Iraq can export 
$5.3bn of oil every six 
months to buy humanitarian 
supplies. Some $S50m is allo- 
cated to the north, for distri- 
bution by 

the UN. It builds schools, 
hands out equipment to 
farmers, and distributes food 
and mwliwnp. 

Sanctions are a difficult 
subject for the people of 
northern Iraq. They guaran- 
tee the north a portion of 
Iraq's oil revenues. The Kur- 
distan Democratic party 
(KDP) - which controls the 
largest part of the north - 
says the amounts for exceed 
anything the north has ever 
received from Baghdad. 

Under sanctions, the north 
has been luckier than the 
rest of the country, and has 



illegal oil trade from central 
Iraq to Turkey. 

But sanctions have also 
damaged the economy and 
prevented imports of badly 
needed spare parts for 
repairing infrastructure. 
Unicef says 85 per cent of 
water sam ples are contami- 
nated. Power cuts sometimes 
last a month, and the educa- 
tion system is collapsing. 
Implementation of UN agen- 
cies' projects has been dis- 
mal 


Scarred by a bloody past, Heran is 
uncertain about the future 


been flooded with non-gov- 
ernmental organisations 
since 1991. According to the 
United Nations Children's 
Fund (Unicef), acute malnu- 
trition rates of children 
under five have dropped 
from 37 per cent in 1994 to 30 
per cent in 1997. 

Foreign currency has also 
flowed into the region, as the 
north Is also the land of 
smuggling. The KDP - in a 
main point of contention 
with its rival, the Patriotic 
Union of Kurdistan (PUK) - 
pockets millions every 
month in tax levies from the 


T! 


'he oil>for-food deal is 
also ha rming farm out- 
put In the wheat fields 
of Bahraqa to northern Iraq, 
Jalal Kak Ahmed has just 
won a lottery to receive 
spare parte for his harvester 
and he is' expecting a bum- 
per crop. Yet he is not 
happy. 

“There is no market To 
whom do we sell the wheat?” 
he says. “1 know I will lose 
money, and nest year I will 
not plant more.” 

Under ofl-for-food,. every- 
thing is imported. The deal 
is structured to prevent any 


foods from falling into the 
hands of Baghdad and the 
UN Security Council is reluc- 
tant to make bag exceptions 
for the north. 

It makes little sense to the 
formers, especially when 
they find out that the only 
buyer for their wheat is the 
government in Ba ghdad - at 
a price that farmers say 
barely covers their costs. 

In a land where people see 
themselves as Iraqi but want 
human rights and the 
chance to run their affairs as 
they please, Baghdad is out 
of the way, yet somehow 
always present 
The central government 
reappeared in August 1996. 
when the KDP asked for 
Iraqi troops to help it recap- 
ture the administrative capi- 
tal of Arbil from the PUK. 
Earlier this year, it Baghdad 
told Iraqis they could spend 
their summer holidays In the 
cooler north, though it 
seems to have now changed 
its mtnd- 

For northern Iraq, the 
greatest anxiety today is 
that, as international pres- 
sure for lifting sanctions 
mounts, the oii-for-food pro- 
gramme on which it subsists 
may end while the north's 
status within Iraq remains 
unsettled. UN officials and 
Kurdish leaders say it is a 
question the international 
community has not even 
begun to debate. 

“It is difficult to predict 
what will happen," says a 
KDP leader. “But a lot 
depends on peace between 
us and the PUK.” 

In Heran, no one is think- 
ing that for ahead. Having 
understood that Herao’s 
tourist ambitions will have 
to wait, all the villagers are 
asking for today is electric- 
ity, better access to water 
and a telephone line. 
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BIS MEETING TOKYO UNDER PRESSURE FROM TIETMEYER AND GREENS PAN TO PUSH THROUGH REFOR MS A S S OO N AS P OSS IBLE 

Central banks back yen loans plan 


By Gwen Robinson h Tokyo 

Central bank governors from 
the Asia-Pacific region yes- 
terday endorsed a Japanese 
plan to promote yen-denomi- 
nated loans by the iBank of 
Japan to other regional cen- 
tral banks. 

The scheme, basically a 
yen liquidity facility, also 
received endorsement from 
over 30 central bank gover- 
nors attending the monthly 
meeting of the Bank for 
International Settlements in 
Tbkyo on Monday. 

The regional meeting, an 


annual gathering of the 
Executives' Meeting of East 
Asia and Pacific Central 
Banks (EMEAP), issued an 
unusually strong statement 
last night urging Japan to 
stay on track with intended 
reforms and swiftly imple- 
ment its "bridge bank" 
scheme to overhaul the 
hanking system. 

The statement also 
expressed concern about tbe 

recent sharp depredation of 
tbe yen and said the new 
facility would enhance 
regional use of the yen and 
help regain stability. 


Hans Hetmeyer, the Ger- 
man Bundesbank president 
who chaired the BIS meet- 
ing, said he would like to see 
the yen rise and urged Japan 
to carry through reforms. 

In an earlier meeting with 
Hikaru Matsunaga, Japan’s 
finance minis ter. Mr Tiet- 
meyer is understood to have 
warned the Japanese govern- 
ment that any delay in 
promised reforms would 
weigh on the region’s strug- 
gling economies. 

In separate talks, Alan 
Greenspan, chairman of the 
US Federal Reserve, also 


pressed Mr Matsunaga and 
Masaru Hayami, the Bank of 
Japan governor, to push 

through reforms. BoJ offi- 
cials said Mr Greenspan did 
not raise specific fiscal pol- 
icy requests. 

Japanese officials said the 
yen facility scheme was 
intended to help stabilise 
regional financial markets, 
which have seen the decline 
of local currencies lift the 
burden of dollar-denomi- 
nated debt, and bolster tbe 
yen by providing the cur- 
rency greater liquidity. 

Under the plan, central 


ha n Ire QOUld US£ holdings Of 

Ja panese government bonds 
and bills as collateral, selling 
them outright or bade to the 
Japanese central bank under 
repurchase, or “repo,” agree- 
ments in exchange for yen 
loans. Japan in 1996 signed 
similar dollar repo agree- 
ments with regional central 
banks including Australia, 
Indonesia, Hong Kong and 
Thailand. 

The new scheme in some 
respects revives proposals in 
the 1980s by Japan’s finance 
ministry to promote a “yen 
zone" in the Asia-Pacific 


region. Participants at yes- 
terday’s EMEAP meeting 
said they hoped the scheme 
would strengthen the yen, 
but some expressed caution 
about promoting the yen as 
a regional currency. 

Yesterday, the yen stabi- 
lised around the Y141 level 
after extreme volatility on 
Monday, when it plunged YF . 
to YI44 following the resig- . 
nation of Ryutaro Hash!- j 
mo to. the prime minister. A 
new leader was unlikely to 
be chosen before the -end of 
the month, commentators 
said. , 


US waits nervously for signs 
of which way Japan will go 

Washington coaxed Hashimoto down reform road; it is not clear 
whether his successor will continue, writes Gerard Baker 


U S politicians and policy- 
makers have long com- 
plained that, while Jap- 
anese leaders come and go. 
the policies remain the 
same. 

But as American officials 
were scrambling yesterday 
to come to grips with the 
political uncertainty caused 
by the resignation of Ryu- 
taro Hashimoto, it was not 
always dear that they 
wanted the election result 
that emerged on Sunday. 

Having identified Japan as 
the key to the resolution of 
the broader Asian crisis. US 
officials have worked hard 
for the last year to persuade 
the Hashimoto government 
to come up with the 
financial and fiscal reforms 
they say are essential to 
recovery. 

At times, they acknowl- 
edge privately, it has been a 
frustrating business. The 
iron triangle of tbe bureau- 
cracy, the LDP and business 
leaders may have rusted a 
little in tbe last few years, 
but Japan still seemed reluc- 
tant to make the kind of 
changes to its financial and 
economic systems it had 
long resisted. 

Yet in the last month or 


so. as the country's crisis 
deepened. It began to appear 
that Mr Hashimoto was step- 
ping tentatively in tbe right 
direction. The “Total Plan” 
for banking sector recon- 
struction was given a tenta- 
tive welcome by Robert 
Rubin, the Treasury secre- 
tary, and officials were also 
optimistic that a meaningful 
programme of tax cuts might 
follow the upper house elec- 
tions. 

Now, with two weeks 
before tbe next prime minis- 
ter emerges and interna- 
tional financial markets in a 
jittery mood, tbe US faces a 
nervous time. 

In the Congress and the 
administration yesterday the 
question was: will a new 
government continue with 
Mr Hashimoto's cautious 
reforms? Will it heed the 
apparent call of the voters 
for more rapid change and 
push ahead faster? Or will it 
simply drift into paralysis, 
deprived of political author- 
ity? 

The answer is crucial for 
the US because the Clinton 
administration has publicly 
staked so much on a Japa- 
nese recovery. Mr Rubin and 
Lawrence Sommers, his dep- 
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uty. genuinely believe that 
the route out of the Aslan 
crisis lies through Japan. If 
Tokyo does not take the nec- 
essary measures, the US will 
have to shoulder much of 
the consequences. That will 
mean a widening US trade 
deficit, more domestic politi- 
cal trouble over the adminis- 
tration’s support for the 
International Monetary 
Fund, and the ever-present 
risk of a financial panic that 
could engulf New York as 
much as Tokyo and Hong 
Kong. 

To help the Japanese 
along, a month ago the 
administration intervened 
for tbe first time in six years 
to sell the dollar on world 
currency markets, in an 
effort to prop up the yen. It 
warned that such support 
could not be taken for 
granted again. 

But as William Roth, the 
chairman of the Senate 
Finance Committee, which 
yesterday held hearings on 
the Japanese situation, put 
it, US economic policy 
actions are critically depen- 
dent on the decisions of a 
new government in Tokyo: 
“Japan's new government 
must clearly define tbe 



Summeis (left) and Rubin (right) had both urged Haahhnoto to reflate Japan's economy 


reform programme it will 
institute as soon as possi- 
ble." But if that programme 
was deemed by the markets 
to be inadequate, the US 
may not be able to resist 
pressure to support tbe yen. 

“If we intervene to support 
a yen weakening as a result 
of [Japan's] leaders’ failure 
to make the reforms 
required to stem the curren- 
cy’s decline, do we not allow 
those leaders to put off nec- 
essary reform. But if we 
choose not to intervene what 
will be the impact on the 
rest of Asia?" 

That Is a question the 
administration hopes it will 
not have to answer. The offi- 


cial view of the Clinton 
administration is that, while 
the LDP’s defeat in upper 
house elections on Sunday 
was a remarkable shock, the 
new government would con- 
tinue with tbe cautious 
reform policies of the old. 

But US policymakers are 
aware that a change of per- 
sonality at the top flifo time 
could make a differe n ce at 
the margins to the prospects 
for reform. Though the 
administration hag no inten- 
tion of upsetting diplomatic 
protocol by picking its own 
candidate to succeed Mr 
Hashimoto, there is a wide- 
spread view among LDP- 
watchers in Washington that 


Selroku Kajiyama may take 
a more radical line, at least 
on Hanking reform. 

The greater wish of many 
in the US is that the week- 
end's events might be the 
start of something even big- 
ger: the possibility of sub- 
stantive long-term reform in 
Japan. As Senator Charles 
Grassley. a leading Republi- 
can. said yesterday: “The 
root of all these problems is 
a non-competitive political 
system. Frankly reforms 
were never implemented 
because government leaders 
felt no compelling reason to 
do so. That may have 
changed with the elections 
this past weekend.” 


Bankruptcies jump 29% 
to reach record high 

Japanese banks' credit squeeze continued to hit companies 
test month with the number of bankruptcies jumping 29.1 par 
cent to a record 1,714 businesses com pa red with the same 
month test year. 

it was the 13th consecutive monthly rise in bankruptcies of 
corporations with Rabffities in Access of YlOm, accorciftg to 
Totyo Sboko, a research- group. ‘The total liabilities toft by the 
feSed companies rocketed to Y1,363bn $9.7bri), a three-fold 
Increase on last year. Over the six months to June, total 
debts of the companies reached Y6^60bn, up Q.3 per cent 
on the same period tn 1997, even though the number of 
banknpfcies rose 28 percent to TO, 162. Kg bankruptcies 

during the flrat half of this year Included that of the non-bank 

DaBchf Corporation. Deborah Haynes, Tokyo 


ANTI-SMUGGLING DRIVE 


China to form special force 

China announced yester da y a special national poPce force w« 
be created to tackle rampant smuggling. The force is to be 
run by customs and public security (police) personnel and it 
wfll also root out customs officials involved In s mu g g fln g, 
regardless of the institutions or IrKDvfcfeaJs” Involved, Jiang 
Zemin, China’s president, said. 

The anti -smuggling drive is expected to be directed mainly 
at reducing the growing volume of oii and oil products Segalfy 
crossing China’s borders, officials sakL China’s economic efif- 
ficulties have meant that many companies can 10 afford to 
continue buying efomestk m tfy-produced oR products at prices 
which are (bead at a significant premium to those on the inter- 
national market. 

Stockpiles of oil products nationwide rose to 8.8m tonnes 
at the end of April, up about 1m tonnes from the end of 1997. 
The Economic Information Dafly quoted unnamed experts as 
saying that 1.8-2m tonnes of diesel alone was smuggled into 
China last year. This compared with legal dfeset Imports 
amounting to 7.43m tonnes. James Kynge, Beijing 


INDUSTRIAL ACTION 


South Koreans strike over jobs 

Tens of thousands of South Korean workers yesterday went 
on strike to protest against threatened job losses and wage 
cuts, but the industrial action was mainly limited to tiadition- 
affy mutant workers in (he car Industry. 

The two-day strike called by metal workers affi li ated with 
the dissident Korea Confederation of Trade Unions repre- 
sented a test of labour power but appeared to fan short of 
gaining wide support The union said 57,000 workers had 
joined tiie sbfte, but the government put the figure at 33,900. 

PubBc sympathy for the striking industrial workers is low as 
they are among the highest paid in Korea and have not yet 
been affected by job losses that have hit email business 
employees the hardest 

Financial markets reacted calmly to the strike with the 
Seoul bourse gaining 1.8 per cent to dose at 306.73 points, 
while the Korean currency, the won, reached a record high for 
1998 at 1288.5 against the dollar. John Breton, Seoul 



NZ party leader sacked 


TENDER NOTICE 


UK GOVERNMENT EURO 
TREASURY NOTES 


For tender on 21 July 1998 

1. The Bank of England announces the sale by Her 
Majesty's Treasury of euro 500 million nominal of UK 
Government Euro Treasrey Notes, for tender on a bid-yield 
bads on Tuesday. 21 July 1998. These Notes wifi add to 
and be fung&le with the euro 500 million of the same security 
sold by tender on 20 January 1998 and the euro 500 million 
sold by tender on 21 April 1998. An additional 
euro 50 miBlon nominal of Notes will be allotted directly to the 
Bank of England for the account of the Exchange 
Equalisation Account CEEA"). 

2- The euro 500 million of Notes to be sold by tender will be 
dated as of 29 January 1998 and will mature on 29 January 
2001. Notes win bear an annual coupon of 4.25% payable 
on 29 January, starting on 29 January 1999. Payment for 
Notes allotted in the tender wiB be due on 24 July 1998; the 
amount payable win Include 175 days accrued interest. 

3 The arrangements for the tender are set out In the 
Information Memorandum on the UK Government Euro 
Treasury Note programme Issued by the Bank of England on 
behalf of Her Majesty's Treasury on 13 January 1998 (the 
“Information Memorandum”), and In supplements to the 
Information Memorandum. This tender will be subject to the 
provisions of the Information Memorandum (as 
supplemented) and to the provisions of this notice. 

4. The tender will open to anyone who wishes to apply. AO 
tenders must be made on tne printed application forms 
available on request from the Bank of England or. in the case 
of the market makers listed in ttie Information Memorandum 
fas supplemented), by telephone. Completed application 
forms must be lodged, by hand, at the Sank of England. 
Customer Settlement Services. Thrsadneedle Street, London 
not later than 10.30 a.m.. London time, on 21 July 1998. 

5. Tenders must be made on a yield basis (calculated on 
the basis of a monlh of 30 days and a year- of 360 days) 
rounded to two decimal places. Each application form must 
state the yield bid and the amount tendered tor. 

6. Each tender at each yield must be made on a separate 
application form for a minimum of euro 500,000 nominal. 
Tenders above this minimum must be in multiples of 
euro 100,000 nominal. 

7. Notification wiD be despatched on the day of the tender to 
applicants whose tenders have been accepted in whole or In 
part For applicants who have requested credit of Notes In 
global form to their account with Eurodear or Cede! Bank, 
Notes will be credited In the relevant system against 
payment. For applicants who have requested definitive 
Notes. Noles wliTbe available for collection at Customer 
Settlement Services at the Bank of England after 1.30 p.m. 
on 24 Juty 1998 provided cleared funds have been credited 
to the Bank of England's ECU Treasury Notes Account No. 
59045828 with Lloyds Bank PLC. Bank Relations, 
St George's House, PO Box 787, 6-8 Eastcheap, London 
EC3M ILL and provided that the Ban k of England has 
received satisfactory evidence of entitlement to collection. 
Definitive Notes will be available in amounts of euro 1,000, 
euro 10.000. euro 100,000 and euro 1,000,000 nominal. If 
any applicant whose tender ts accepted has requested 
definitive Notes, other applicants whose tender has been 
accepted and who requested Notes in global form may 
nevertheless be required to accept definitive Notes under the 

, rules and procedures of Eurodear and/or Cede! Bank. In 
such event, such definitive Notes will be held by the Bank ol 
England as the specialised depository tor Eurodear and/or 
Cede! Bank, in such denominations as the Bank of England 
may determine, for such applicants who requested Notes in 
global form. 

8. Her Majesty's Treasury reserves the right to reject any or 
part of any tender. 

9. The euro 50 milHon of Notes to be allotted directly to the 

Bank at England for the account of the EEA veil be dated as 
of 29 January_1998 and wiB be for maturity on 29 January 

Notes which may be made available through sale"and 
repurchase operations with the market members listed in the 
Information Memorandum (as supplemented). 

10. Copies of the Information Memorandum (and 
supplements to it) may be obtained at the Bank of England. 
UK Government Euro Treasury Notes are issued under the 
National Loans Act 1968. 

Bank of England 
14 July 1998 


By Terry Han bi Woffington 

Tau Henare, New Zealand’s 
minister of Bfcaori affairs, 
was sacked from a key party 
role yesterday, just hours 
after publication of a govern- 
ment report that highlighted 
the growing difficulties of 
Maori people under eco- 
nomic reform programmes 
since 1987. 

Mr He nare's removal as 
deputy leader of New Zea- 
land First has the potential 
to cause an early election, 
and the collapse of his par- 
ty’s coalition government 
with the National party. An 
opinion poll yesterday 
showed the opposition 
Labour party moving ahead 
of National, while New Zea- 
land First's rating remained 
at rock bottom with just two 
per cent support 

A forceful character with a 
big following among 
younger Maori. Mr Henare 
has been at the centre of 
speculation that he is pre- 


traditionally heCTbyikbdur. Maori electeft as an MP last 
and form a powerful party -century, was bitter after his 


on racial lines. However at 
the weekend Mr Henare said 


dismissal from his party post 
yesterday, but said he 


New Zealand’s ftiture lay in .intended to remain minister 


the "politics of inclusion’ 


of Maori affairs. This raises 


partnership between Maori the possibility of incorporat- 
and people of European ing any new Maori political 


Pakistan 
credit 
rating is 
slashed 


descent While he made tbe 
speech before his sacking, it 


grouping within the coali- 
tion, and allowing him to 


was taken to mean he retain the portfolio. 


intended to stay with New 
Zealand First. 

Mr Henare’s dismissal as 
deputy leader of New Zea- 
land First, the Junior coali- 
tion partner, followed a high- 
profile visit he made to the 
UK to reclaim 11 shrunken 
and tattooed Maori heads 
from museums. Mr Harare 
defied Winston Peters, New 
Zealand First leader, and 
travelled first class to return 

with the heads, which were 
sold to traders for muskets 
in the 1820s. 

Mr Henare, who has been 
part of a campaign by Maori 
to recover the heads, 
described Mr Peters’ Instruc- 


paring to fom a new party tion to his MPs not to travel 


with four fellow Maori MPs, 
who are all members of New 
Zealand First Polls suggest 
they could retain all the five 
electorate seats that are 
reserved for Maori people. 


first class as “racist". He 
also noted he was much 
taller than Mr Peters and 
needed the extra leg-room. 

Mr Henare, a direct 
descendant of one of the first 


. Earlier. Mr He nar e was 
criticised by opposition MPs 
for not doing enough to 
assist tbe Maori people, after 
the release of a report from 
his ministry which showed 
growing disparities between 
Maori and other races since 
the Labour government 
began its economic reform 
programme 14 years ago. 

Tbe report showed Maori 
unemployment was 182 J per 
cent compared with 5J> per 
cent of the general popular 
tion, while Maori suffered 
from greater physical and 
mental health problems, 
lower life expectancy and 
intent mortality. Only about 
40 per cent of Maori com- 
pleted their secondary edu- 
cation, compared with 70 par 
cent of other races. Mr Hen- 
are said the core did not 
mean more government 
spending. 


Hanoi decree on exchange 


By JonstiHR Bcrctan in Hanoi 

Vietnam is to allow foreign 
joint-venture securities com- 
panies to participate in a 
new fledgling stock 
exchange in a move that 
marks a step forward in the 
country’s faltering pro- 
gramme of economic reform. 

A new decree establishing 
the legal framework for Viet- 
nam's first public securities 
market was made public yes- 
terday. Phan Van Khai, 
prime minister, approved the 
regulations last week. 

“The fact that the decree 
has actually been approved 
will damp some of tbe cyni- 
cism,” said Jonathon Waugh 
of Jardme Fleming in Hanoi 
“And the fact that it was 
signed by the prime minister 
means It has some punch 
behind it" 

The government first 
announced its intention to 
set up a stock market more 
than five years ago. But the 
slow progress of state-enter- 
prise reform, and the com- 
munist government’s dis- 
trust of the private sector, 
have led to growing doubts 
about Its commitment 

The new regulations allow 


for the opening of two “secu- 
rities trading centres" in Ho 
Chi Minh City and in Hanoi. - 
which will pave the way for 
a fall stock market. 

The centres will be 
allowed to trade bonds and 
shares, both directly in over 
the counter trades, and indi- 
rectly through approved 
securities companies. In 
order to list on the market, 
local companies will be 
required to have a total 
equity of at least lobn Viet- 
namese dong ($770,000), and 
to have traded at a profit for 
at least two years. 

The new decree forbids 
insider trading and bans 
ahort-seffing of shares dur- 
ing the development of the 
market. It also includes lim- 
its on foreign shareholdings, 
with the share of foreign 
ownership allowed to be 
determined later by the 
prime minister. 

Under existing law, for- 
eigners are allowed to own 
up to 30 per cent of Vietnam- 
ese registered companies. Le 
Van Chao, chairman of the 
State Securities Commission, 
told a news conference 
restricted to local reporters 
that the question of foreign 


ownership was “very com- 
plex" for the government, 
and that Vietnam should 
learn from the recent finan- 
cial turmoil in neighbouring 
countries. “We need capital 
but we cannot let huge 
amounts flow in and out," be 
said. 

One of the first problems 
for the new trading centre 
will be .finding shares and 
bonds to trade. So far, Viet- 
nam has privatised only 29 
out of some 5.800 state- 
owned companies and, 
according to Mr Chan, only 
three or four of them meet 
tbe criteria for listing. 

In addition only a limited 
number of private compa- 
nies are likely to be in a 
position to float shares. Mr 
Chau said the government 
would encourage state- 
owned corporations such as 
Vietnam Airline. Petro Viet- 
nam and Vietnam National 
Posts and Telecommunica- 
tions to list securities on the 
market. Tbe SSC had set a 
date of October l for the 

opening of the new market 
in Ho Chi Minh City. Offi- 
cials say the target opening 
date has slipped to the end 
of the year at the earliest 


By Edward Ux» in London and 
Fnfian Bokfiarf to Islamabad 

Standard & Poor's, the US 
credit rating agency, yester- 
day slashed Pakistan’s sover- 
eign credit rating and 
warned the country was in 
real danger of going bank- 
rupt within the next two 
months. 

The move, which comes 
six weeks after Pakistan pro- 
voked international sanc- 
tions following its decision 
to test nuclear weapons, 
means Pakistan has the low- 
est credit rating of any coun- 
try in the world. 

Pakistan was downgraded 
two notches to a rating of 
CCC - one below Indonesia, 
previously the lowest rated 
country. A sovereign credit 
rating is designed to mea- 
sure the likelihood a country 
will default on its debt obli- 
gations. 

S&P warned Pakistan 
would be unable to service 
interest payments on much 
of the $42bn it owed to offi- 
cial and private creditors if 
the country’s foreign 
PX phflTig ** reserves continued 
to diminish at the same rate 
as In the. last six weeks. 
Pakistan’s foreign exchange 
reserves have fallen from 
Sl^bh to about $700m since 
sanctions were imposed In 
late May. This amounts to 
just, three weeks worth of 
imports. 

More worryingly, Pakis- 
tan’s foreign exchange 
reserves have fallen to less 
than 10 per cent of the level 
of the country's short-term 
debt obligations, which total 
SlO^bn. “Reserves should be 
at least 100 per cent of 
short-term debt obligations.” 
said an economist at an 
investment bank in London. 

Yesterday's downgrade 
means that Pakistan is fee- 
ing the genuine possibility of 
default by September unless 
tbe International Monetary 
Fund or another external 
creditor steps in with emer- 
gency assistance. 

Sartaj Aziz, Pakistan's 
finance minister, was due to 
return last night from a trip 
to the United Arab Emirates 
and Saudi Arabia, where he 
is believed to have gone with 
a fresh request for balance of 
payments support to help 
shore up the country’s for- 
eign exchange reserves. 
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Risk is our business. 



Our risk volumes are standard reference. 


To succeed in the business of risk management you need an in- 
depth understanding of the nature of risk. And no one is more 
knowledgeable about risk than Swiss Re, one of the world’s oldest 
and most experienced reinsurers. 

Over the years, our specialists have built a vast store of know- 
ledge, analysing and thinking through key issues affecting the 
insurance industry. 

Our expertise covers a wide range of concerns and our find- 
ings fill volumes: from integrated risk financing solutions 
to the nature of health insurance and long-term care, through 
crime and pollution, technology and industry risks, to the 


perils of climatic change and natural disaster. 

We’ve made these encyclopaedic insights available to the entire 
industry in a series of thought-provoking publications. Alongside 
our “sigma” economic research reports, we offer this literature as 
shared intelligence to help you reach informed decisions on todays 
most pressing insurance issues. 

At Swiss Re we understand that this business is about more 
than just sharing risk, it’s about sharing ideas. For a complete 
index of the publications in our library of risk, fax + 41 1 285 40 98. 
You can also download selected studies from our Website: 
www.swissre.com 
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THE AMERICAS 


Companies 
settle drugs 
price suits 


By Tracy Corrigan fn Now York 

Four large pharmaceuticals 
companies are believed to 
have settled a long-running 
class-action lawsuit involv- 
ing price-fixing, brought by 
US pharmaceutical retailers 
In 1993. 

Pharmacia & Upjohn of 
the US, Hoechst Marlon 

Roussel, a unit of Germany’s 
Hoechst, and RhAne-Poulenc 
Borer, the pharmaceuticals 
arm of France's BhAne Poul- 
enc, all said yesterday they 
bad reached tentative agree- 
ments to settle the case, the 
largest of several pending 
federal and state cases. 
Abbot Laboratories of the US 
was also believed to have 
settled. 

The remaining satis were 
brought primarily by Inde- 
pendent and chain retail 

pharmacies that opted out of 

the nmin action 
Fourteen big drug compa- 
nies, Including Bristol-Myers 
Squibb, Pfizer and Zeneca 
agreed a $351 ,3m settlement 
in the same case two years 
ago, and promised to provide 
retailers with discounts in 
the future. The suit accused 
the big drug companies of 
offering discounts to man- 
aged care operations such as 
h ealth maintenance organi- 
sations (HMOs) while forcing 
retailers to pay artificially 
inflated juices. The issue is 
whether pricing differ e n tials 
were the result of market 
forces, as the companies 
maintain, or formed part of a 
price-fixing agreement, as 
the plaintiffs alleged. 

The legal battle is the 
result of a clash of forces in 


the US healthcare business 
in the early 1990s, when 
pharmaceutical companies 
lost some of their control of 
pricing to growing HMOs, 
which were able to extract 
discounts from companies 
because of their power In 
dictating which drugs would 
be used by patients. Pharma- 
ceuticals companies, fearful 
of price fells, refused to give 
similar discounts to retail- 
ers. 

The judge in the previous 
case found evidence of meet- 
ings at industry gatherings 
where big drugs companies 
exchanged competitive infor- 
mation on pricing. 

Four other defendants 
including Johnson & John- 
son, are expected to come to 
trial later this year. 

Pharmacia & Upjohn, 
which yesterday agreed to 
pay Si02L5m to settle the 
suit, said it settled “to Hmlt 
its ftnawrifll exposure and to 
avoid a lengthy, costly and 
Uncertain Jury trial” but reit- 
erated that had acted “ethi- 
cally and lawfully in its sell- 
ing practices”. 

It said It would increase its 
reserves by 361m, resulting 
in an after-tax charge of 
$41m in the second quarter. 

It said the move was ‘in the 
best interests of its business 
and shareholders to con- 
clude the action and to focus 
on its continuing turn- 
around and business 
growth”. 

Officials at RPB and 
Hoechst Marion Roussel con- 
firmed that their companies 
had settled but said they 
were not disclosing the 
amount of the settlement. 


Car-plant cultures clash and compromise as 
Daimler takes the road to Tuscaloosa 


Experience of 
Mercedes factory 
may be pointer to 
how the intended 
merger with 
Chrysler will fare, 
reports Nikki Tait 


^ 






Phnt/1 

\ ZODaem 

■ - ,-r . - . 



rn supptonc — - - r mucrf.ourtt frffMprifc teste. 

tewtlk jte Met fewis# . . 

Prodaakji A-c 

kfec Jnwyimr 

AtSKaborfia tie body shop: HOW-'- "v 


U Arauah 




Fresh bid for 
Puerto Rico 


D: 


aimler-Benz’s two-year- 
old car plant near Tus- 
caloosa. Alabama, 
offers at least a glimpse of 
the German company's 
future. 

For the smart Mercedes 
factory, which produces 

about 280 upmarket sports- 
utility vehicles a day, could 
save as a model for Daimler 
and its intended US merger 
partner, Chrysler, as they 
attempt to mesh their differ- 
ent national and corporate 
cultures. 

The “M-Class" project was 
given the godhead by Dahn- 
leris board in early 1993, and 
was the first fall production 
feed tty to be established by 
the German company in the 
US. Within a year, Alabama 
had been chosen as th** site, 
over Nebraska and the Caro- 
linas. and the first German 
team members” had relo- 
cated. 

From the outset, the 
senior management team 
was a deliberate mix of exist- 
ing Daimler 

freshly recruited North 
American e x p erti se - people 
like Bill Taylor, the vice- 
president for operations who 
had a background with 
Toyota and Ford, and Robert 
Birch, in charge of purchas- 
ing and logistics but previ- 
ously With Nissan and Gen- 
eral Motors. 

At ahopfioor level, on file 
other hand, most employees 
were recruited locally, but 
from diverse backgrounds 




rather than existing car 
plants. The first were sent to 
Germany for several months’ 
training, returnin g - with 70 
German instructors - to 
pass on skfils to fellow pro- 
duction workers. 

Today, managers stSR rem- 
inisce about the initial plan- 
ning mw fa f s ng m f w frpHtifr 
them Tunning for hours as a 
morass of detail was 
thrashed out. Some of the 
debating points centred on 
design and production of the 
vehicles themselves; others 
encompassed the broader 
management style of the 
new plant, from the formal- 
ity of the dress code to office 
arrangements. “It was very 
helpful,” recalls Andreas 
RenscUer, thn Daimler man- 
ager who headed the senior 
team for the start “It helped 

ns clear oar way - ami if the 

direction is clear, the rest 
follows.” 

Bat even then, culture 
clashes were obvious. 
According to Christian© 


Raim, one of Daimler’s 
human resources specialists, 
many of these early discus- 
sions became extremely 
heated. That, in itself, 
tended to unnerve the 
Americans, more used to 
resolving issues outside for- 
mal meetings and than pres- 
enting a fairly united front 
“They thought they were 
really fighting,” die says. 

Yet by the time the first 
vehicles railed off the pro- 
duction Hub in 1997, Tusca- 
loosa had established its 
individual style, much of 
which persists today. White 
the overwhelming impres- 
sion is of an environment 
where Germanic att e n ti on to 
detail close control dom- 
inates, there is a deter- 
mined effort to shed normal 
vestiges of corporate hierar- 
chy «m< Inject a more Bama i 

American note. 

The office space, for exam- 
ple, is largely open-plan and 
designed mo that part of the 
production Bn* is visible. A 


single cafeteria is used by 
production line workers, 
amtmwrfng staff ■«> man- 
agement aWk* There is no 
reserved parking. 

This egalitarianism, admit- 
tedly, is not as deep as it 
appears. Emmet Meyer, vice 
president for human 
resources aDd formerly with 
Westinghouse, says normal 
hierarchies still exist, hut by 
shedding same of the tradi- 
tional vestiges, the plant can 
encourage more efficient 
wn mi miriMHnn 

“The reason we tried to 
eliminat e some of those 
things, is that we don't need 
them - they slow dectsKm- 
making,” he says. Easy, 

One-to-one n mi tP n mHnn a, {HI 
the other band, mwm that 
information firm more eas- 
ily, although Mr Meyer con- 
cedes that it also means 
managers can be button- 
holed. **B allows os to have 

real-time Information - but 
the disadvantage is that 
your time Is not your own.” 


-Bow much of this model 
can be applied in the larger 
and vastly more complicated 
merger of Daimler and 
Chrysler themselves is less 
dear. In car Industry terms, 
the Tuscaloosa plant is 
email, employing about 1,400 
people. Mr Meyer admits 
there may be limits to the 
size of operation which could 
usefully capitalise on Tusca- 
loosa style. “I think you 
could do this in a plant eight 
or 10 times our die, but it 
would be a lot more difficult 
tf it was larger.” he says. 

Also, the nominion status 
of the piont la very fliflfrwff pt 
from that at either Chrys- 
leris existing North Ameri- 
can plants or Daimler's Ger- 
man op era tions. Even before 
the Chrysler merger 
announcement, the United 
Auto Workers union had 
jndtaitoa a wish to estsMlSh 
a presence at Tuscaloosa. 

Whether this will succeed 

Is impossible to say. Produc- 
tion-line wage rates at Tus- 


* caloosa are generally a little 
lower than those at plants 
- belonging to the “Big Three” 
Us carmakers, but higher 
thin at Japanese trans* 
<plants. There is also no 
legally binding agreement 
-on workplace conditions, 
just an In fo r mation booklet 
stating company policy mi 
chosen subjects. Those fac- 
tors mig ht give the union 
grounds for claiming that it 
could, usefully improve 
workers’ conditions. 

But, conversely, many 
employees seen happy with 
their working enviro nm ent. 
“&fy feeling is that we don't 
need a third party, partly 
because of the open-door pol- 
icy * says Coleman, a body 
shop worker and one of the 
first recruits at Tuscaloosa, 
for example. 

But even If direct applica- 
tion of the Tuscaloosa man- 
agement style proves lim- 
ited, there Is little doubt that 
Daimler has gained valuable 
learning experience with the 
Alabama Plant- 
One pretty fundamental 
lesson seems to be that it is 
the car-making cultures 
which are likely to lie 
behind corporate (dashes, 
rather than purely national 
tflflerenca or fangnag g diffi- 
culties. 

"tfs not a German-Ante ri- . 
can thing,” says Mr Meyer, 
remembering being cal led in 
to settle a ferocious dispute 
in which the Germans were : 
accusing the Americans of 

rnnlriwg tin bma. anti the 

Americans were claiming ' 
that nothing would be made 
if more attention was not 
directed towards production 
systems. 

“When we brought in 
Daimler and Mercedes 
people, their background 
was more Eke that of the old 
craftsmen. People from 
Toyota and Nissan were pro- 
duction-oriented. mass pro- 
ducers," he explains. “That 
difference got into every- 
thing we did - and it’s going 
to be similar with Daimler 
and Chrysler.” 


Euro 
may be 

slow to 


Telephone 


By Canute Jams hi Mngatan 

The Puerto Rican govern- 
ment Is studying a bid from 
Telefonica International SA 
CTisa) of Spain for a control- 
ling stake in the island’s 
telephone company, which it 
announced last month it was 
selling to a consortium led 
by GTE of the US. 

The government will 
review the Tiaa hid this 
week, Marcos Rodrlguez- 
Ema, president of the 
Island’s development 
year hank, and year heed of 
the privatisation committee. 
said yesterday. 

“The sale to GTE has been 
legislated and is l aw, b ut In 
the contract with GTE there 
is a clause which allows us 
to receive and study compet- 
ing bids,” he said. 

The government had 
accepted a bid from GIB to 
purchase 51 per cent of 
Puerto Rico Telephone, 
while local investors which 
are part of the consortium 
win buy 5 per cent. 

The consortium will pay 
$L8bn. The government will 
keep 44 per cent, with three 
percentage points of this 
going to the company’s 
workers through a stock 
ownership plan. 

The bid from Ttaa, which 
was made after the sale to 
the consortium ted by GTE 
was agreed, is structured 


sunflariy to the GTE offer. 

However, Tisa Is willing to 
pay $I-925bn for its stake. 
Tisa is also wDUng to buy 60 
per cent of Puerto Rico 
Telephone for a higher, 
but nndisclosed, amount, 
according to Puerto Rican 
officiate 
The mnmmeemwit of the 
sale to GTE was greeted last 
month by a strike by 6,400 
employees, who were sup- 
ported by a twoday general 
strike last week called by 

about 60 unform. 

The unions contend that 
GTE plans massive redun- 
dancies and that the com- 
pany is befog sold for less 
than it Is worth. GTE said it 
had no Immediate plans to 
shed jobs. 

Puerto Rico Telephone has 
a network of LSm hues, and 
reported a $130m profit in 
2996 on revenues of Just over 
Jlbn. The a dminis trat i on of 
Pedro Rossello, the gover- 
nor, says the company has to 
be sold because it will 
become unprofitable follow- 
ing changes in US federal 
communications regulations. 

The company lost its 23- 
year monopoly on local ser- 
vices following the passage 
of a 1996 law which deregu- 
lates the telecommunica- 
tions services in the US. 
Puerto Rico is a US posses- 
sion and is subject to federal 
regulations. 


rival 
dollar 

By Raymond CoHt ta Caracas 

The euro, the common 
currency to be adopted in 
January 1999, will facilitate 
the access of Latin American 
and Caribbean countries to 
European capital markets 
and promote trade between 
the two regions. 

However, tt will not neces- 
sarily add stability to the 
region's capital flows or for- 
eign exchange rates, accord- 
ing to a recent study by the 
Latin American Economic 
System (Sate). 

In a report to be presented 
to its 28 member countries, 
the Caracas-based, intergov- 
ernmental economic forum 
concludes that the impact of 
the euro on Latin America 
and the Caribbean “win be 
gradual” and in line with its 
consohdatian in the interna- 
tional ftwnrijii system. 

“The impact of the euro on 
Latin America’s financial 
transactions will be more 
immediate than that on 
trade,” said Carlos Maneta, 
the Sela secretary-general, in 
an interview. 

While the dollar will con- 
tinue to be the dominant 
currency for the region's 
commodities over the short 
to medium term, the use of 
the euro will spread more 
rapidly to Its international 


Spammers in the 
works on e-mail 


Bte 

tfy menu m 

hnuMagtoa 


Fraudsters are increasingly 
using mafia electronic mail- 
ings to fool consumers with 
new types of scams, the US 
Federal Trade Camndssian 
warned yeste r day. 

An FTC investigation into 
more than 250,000 e-mails 
revealed that fraudulent 
money-making schemes 
were responsible for much of 
the unwanted messages, 
known as “spam”, the elec- 
tronic equivalent of junk 
mail 

Jodie Bern stein, director 
of the FTC's bureau erf con- 
sumer protection, said; 
“Spam is a problem for prac- 
ticaHy e v e r yone with a com- 
puter. It is annoying, It 
slows down the e-mail sys- 
tem and a lot of It is fraudu- 
lent” 

The FTC's warnings were 
Issued as an advisory panel 
of Industry and consumer 
groups urged federal and 


state governments to take 
more steps to eliminate 
email fraud. 

In a report to the FTC, the 
panel said criminals were 
using fraudulent “headers' 
or e-mail titles to evade fil- 
tering tools which are 
designed to sift out 
unwanted e-mails. 

The working group - 
which includes America 
Online, the Direct Market- 
ing Association, and dvll lib- 
erties groups - also called 
on the private sector to 
review the costs of the 
unwanted messages. 

Consumers and internet 
service providers bear an 
unfair proportion of the 
costs of spam, compared to 
those who actually send the 
bulk mailings, the report 


The report warned that 
“the most dangerous, if least 
easily quantified cost" was 
the damage to the reputation 
of e-mail and service provid- 
ers in general. 


financial transactions, the 
report predicts. 

The euro could also have an 
impact on the debt service of 
those countries whose for- 
eign debt is subject to Plbor. 
the Paris inter-bank rate. 
Debt linked to the London 
inter-hank rate (Lfoor) wfll 
remain unaffected In the 
shortterm, Sela concludes. 

While the euro increases 
the possibility of coordinat- 
ing financial and foreign 
exchange policies between 
the two regions, said Mr 
Moneta, “we do not expect 
any more exchange rate or 
capital How stability in Latin 
America or the Caribbean as 
a result.” As various Euro- 
pean exchange rates are 
eliminated, the report says, 
the cost of financial transac- 
tions with Europe will 
dlmfnfsh considerably, facili- 
tating trade with the Euro- 
pean Union. 

“In the long run." said Mr 
Maneta, “this could increase 
trade with Europe.” With 
total trade of ITDbn, Europe 
is the Becand most important 
trading partner of Latin 
America and the Caribbean 
after the US. According to 
Sela, European I nm rim Biifai 
represent almost 23 per cent 
of total foreign investments 
in the region. 
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Ministers will today 
announce record figures for 
Inward investment into the 
UK despite the Asian eco- 
nomic crisis, the strength of 
sterling and worries over 
shortages of skilled labour 
The number of jobs cre- 
ated by overseas Investors in 
1997-98 has fallen marginally! 


i investment 
993 record 

pion's development agency to 
ph for Japanese R&D projects 


pany is to launch a drive to 
ct Japanese research and 
topnwrd work to bofafar the 
form future lor Inward 
stmont, JuBette Jowft In 
*i0ham writes. The move 
9S as the local inward 


SSS? ^ previous yearWlnwstment agency has revealed 


40,179, but the number 
existing Jobs safeguarded 1 
new investments hag rim 
sharply. Margaret Beckel 
chief Industry minister, w 
say the combined total hj 
beaten comfortably u 
record of 100,395 set] 
1993-94. f 

But the figures have bfl 
boosted by a wave of tfe 
overa of UK companies, p- 
isters have ordered a re/w 
of the way cross-bqer 
mergers and acquisitps, 
which now comprise fee- 
quarters of global feign 
direct Investment Jare 
recorded. 7 

Mrs Beckett, unveili the 
annual report of that vest 
in Britain Bureau ,/hich 
markets the UK, vrilKpress 
satisfaction that tweared 
drop in investment's not 
, occurred. Concen grew 
when South KoreaPompa- 
nies Hyundai fa LG 
delayed semigductor 
plants in ScotJd and 


f that Interest from Aate-Psdfic 
' Companies Increased mom than 
50 per cent last year despite the 
economic crista In south-east 
Asia. 

But only the automotive 
sector has remained strong, 

buoyed by substantia] Japanese 
car manufacturing projects. 

ion Atherton, business 
development manager for the 
Asia-Pacific section of EWDC, 
said the agency could capitalise 
on Japanese strength in 
developing and marketing 
earty-stage Inventions, and their 
long-term strategy of Investing 
In R & D even when new 
manufacturing to on hold. 

EM DC won IB projects in the 
year to April, creating 2^40 


jobs - including 900 at the 
630m ($49-5m) base In 
Notting ham for Capital One, foe 
US cmrfit card company. Soma 
238m of investment was 
announced, but this was only 
pari; of the total amount 
invested because many 
compenles would not tfsetose 
figiras. said the agency. 

There were eight projects 
from the US, tzaefitiondy the 
strangest sector, three from 
Japan, four from mainland 
Europe. North America 
remained the strongest source 
of enquiries, with more than 40 
percent of the total of 2BZ. 
Asta-Pactflc generated the 
second highest number, up 50 
per cent to S3. 

The enquiries from Japan 
were "purely automotive”, on 
the back of big Investments by 
car makers, such as Honda ki 
Swindon, and Toyota In north 
Wales, the north-east of 
England and France. 



Bishop deplores ‘hate-filled words 9 


Wales, and San 
bold an expanst 
sttmer electron! 
north-east Eng]; 

Korean urn 
dwindled but 


§ LG 
actor 
d and 
put on 
its con- 
rtary in 


sent has 
ire have 


been Increases/ Jobs cre- 


included Pfizer’s 1,000- job Government officials say 

research facility in south- they are not complacent 
east England, Microsoft’s about Inward investment 
£50m ($8&5m) laboratory in Some critics argue that. 
Cambridge, and Cadence's when takeovers are 
plan for the world’s biggest excluded, Britain is no lon- 
system-on-a-ebip design can- ger Europe's strongest com- 
tre at Livingston, central petitor for investments. 
Scotland. AH these are US Offloads say mergers and 
schemes - overall,- US acquisitions are a legitimate 
investments accounted for method of entering a mar- 
more than half the new jobs. ket, and that investment hr 
The government wQl also the new owner - such as 
be pleased by the number of that by Ford In Jaguar - 
investments by companies often dwarfs the cost of the 
already based in the UK, takeover. They say reinvest- 
ln eluding new models or ment by companies already 
expansions planned by in the UK, 60 per cent of new 
Honda, General Motors, investments, is a vote of con- 
Ford, Toyota and BMW. fidence. 


ated and safegi 
German, Frenc 
Canadian and/ 
tors. Jobs cref 
nese companiP 
High-valu/ 


led by US, 
Taiwanese, 
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projects 


By John Moray Brown 
taBalynoosy 

Three white coffins were laid 
ainwprifio each other yestor- 
day much as the boys them- 
selves were found when fire- 
fighters forced their way 
into their terraced house, 
burnt out In a firebomb 
attack early on Saturday 
morning. 

As Orangemen at Drum- 
cree said they would con- 
tinue their protest, Patrick 
Walsh, the Roman Catholic 
Bishop of Down and Connor, 
told mourners at the funeral 
yesterday that the boys’ the 
deaths were the result of 
“hate-fiTed words". 

In a strongly worded 
attack on unnamed politi- 
cians be said: “For ah too 


long the airwaves, the 
printed page, have been sat- 
urated with noises, strident 
harsh discordant noises, car- 
rying words or hatred, of 
incitement of recrimination. 
Words not found in the 
vocabulary of Christianity.'’ 

But in an oblique refer- 
ence to those Orangemen 
who have spoken against the 
Druucree protest. Bishop 
Walsh said: “This weekend 
in the wake of the horrific 
murders of these young chil- 
dren voices have been raised 
- voices of sanity, voices of 
reason. Agonising words, 
words of self-examination, 
courageous words.” 

As Orangemen gathered at 
Scarva in county 
Londonderry far the annual 
parade of the Royal Black 


At Opel, everyone on the 
team plays a role in product 
quality. 

For instance, workers in 
our manufacturing plants are 
trained to refuse any part 
or vehicle that is not 100 % 
correct before it passes to 
the next stage of production. 
Various advanced systems 
check for irregularities and 
warn of a potential problem. 
Employees are encouraged 
to use their judgment in 
evaluating the situation and, 
if necessary, can even halt 
the assembly line to rectify it. 

We refer to this as the 
empowerment of people. 
Here it means giving 
employees the ability to 
call time-out. 

Internet: http://www.opei.com 


Preceptoiy, the elite section 
of their order, divisions were 
again evident. Supporters of 
the militant Spirit of Drum- 
cree group exchanged angry 
words with moderate Oran- 
gemen. who are ealHng for 
an end to the week long pro- 
test at Drumcree. 

Lord Molyneaux, former 
Ulster Unionist leader and 
Grand Black Master, pre- 
dicted community relations 
would improve once 
unnamed politicians “get 
rough edges off their com- 
ments”. But at Drumcree, 
David Jones, of the Porta- 
down Orangemen, said: 
“Anyone who we're 

beaten and its over is totally 
misreading the situation.’' 

Seamus Mallon, Northern 
Ireland's deputy first minis- 


ter, of a number of politi- 
cians to attend the boys’ 
funeral, said it was a “tragic 
reminder of an act of mind- 
less barbarity”. 

But he called on "the 
entire community to work 
together at every level to 
eradicate the evil of sectari- 
anism and to ensure that all 
of the problems that we have 
are solved by everyone - 
whatever their religion or 
political persuasion - work- 
ing together". 

Police said there were fur- 
ther arson attacks on Mon- 
day night on Orange halls 
and on a Free Presbyterian 
church near Hillsborough, 
official residence of Mo Mow- 
lam. chief Northern Ireland 
minister in the UK govern- 
ment. 


Drumcree tension 
exposes deep rifts 
in Orange ranks 


By (Unit Wright in Dramcree 

The Reverend William 
Bingham bad barely started 
i to address Pomeroy Orange- 
men’s annual celebrations 
on Sunday when jeering 
broke out and a man pushed 
through the crowd shouting 
“traitor”. 

It was the culmination of a 
tense 24 hours for both the 
Rev Bingham and Joel Pat- 
ton, Mb adversary and leader 
of the Sjxrit of Drumcree fac- 
tion in the Orange Order, 
the Northern Ireland Protes- 
tant organisation. 

On Sunday, the Rev 
Bin gham had used his pulpit 
at the local Presbyterian 
church to condemn the 
arson attack in which three 
young boys were killed on 
Saturday, calling on Orange- 
men to end the protest over 
their banned parade at 
Drumcree. 

As one of the senior fig- 
ures behind the protest, his 
Intervention gave many 
people cause for optimism 
that Portadown district of 
the Orange Order would pull 
back. But ifortadown Oran- 
gemen ignored the appeal. 
Mr Patton accused the Rev 
Bingham of “selling out” in 
the face of media pressure. 

Events of the past week 
have exposed the deep divide 
in the Orange Order, which 
was once seen as the van- 
guard of Protestant culture 
in Northern Ireland but has 
been widely discredited by 
the sectarian violence the 
stand-off has unleashed. 

In 1995, the protest pro- 
vided a platform for David 
Trimble, the local Ulster 
Unionist MP, who took an 
uncompromising stand on 
the right of Orangemen to 
march. His stance helped 
him secure the leadership of 
his party, the largest pro- 
British party in Northern 


Ireland and be is now first 
minis ter of the region’s new 
power-sharing body. 

Mr Patton does not hide 
his real aim: to destroy the 
Northern Ireland peace 
agreement reached in April 
in talks chaired by former 
US Senate majority leader 
George MltcbelL He says the 
divisions are over politics 
and not religion. "It’s 
between those people who 
belong to the Unionist Party 
and those people who are 
not," he says. 

Mr Patton is particularly 
scathing about the decision 
by the Ballynafeigh Orange 
district in Belfast, Northern 
Ireland’s principal city, to 
negotiate with members of 
Sinn Fein - political wing of 
the Irish Republican Army - 
on the Lower Onneau Road 
over traditional Orange 
marches along the road. The 
talks, which led to agree- 
ment by Orangemen not to 
play instruments when pass- 
ing Catholic homes, were the 
first by Orangemen with a 
residents’ group. 

Mr Patton said: “They got 
a parade but handed away 
their culture. The bands are 
part and parcel of our cul- 
ture." 

While Spirit of Drumcree 
has supporters in Belfast, Mr 
Patton believes Ballynafeigh, 
like some other Belfast 
Orange districts, is influ- 
enced by small loyalist par- 
ties linked to anti-republican 
paramilitary groups. Those 
parties bave adopted the 
peace agreement and North- 
ern Ireland's new, more con- 
sensual politics. 

Nevertheless, talk of an 
Orange spUt is probably pre- 
mature. Mr Patton has prom- 
ised not to split the move- 
ment, and the order's loose 
structure and powerful ideol- 
ogy of brotherhood militates 
against ft 


Corporate 
jet owners 
lose court 
fight over 
Heathrow 

By Wctiaei Skaptnkor, 

Aerotpacs Correspondent 

Operators of corporate jets 
have lost their legal battle to 
block changes to the way 
they are allocated take-off 
and landing slots at London 
Heathrow, Europe's busiest 
airport. 

Members of the Heathrow 
Jet Operators Association 
had told the High Court in 
London that the changes, 
introduced in May, were 
unlawful and unfairly 
restricted their use of the 
airport. 

But a judge rejected their 
application for judicial 
review of the allocation. He 
said changes made by Air 
port Co-ordination Ltd, 
which allocates Heathrow 
slots, were legal and did not 
contravene European Union 
regulations. He also rejected 
the jet operators' claim that 
changes to the rules had 
been made after Inadequate 
consultation. 

Later Captain lan Ray. 
chairman of the Heathrow 
association, said: "Clearly 
this is a very disappointing 
result from our point of 
view. However, the judg- 
ment emphasises all the 
more the need for business 
aviation to fight to protect 
its access to Heathrow and 
other key European hub air- 
ports which are subject to 
slot pressures.” 

The dispute revolved 
around the corporate jet 
owners’ right to use “oppor- 
tunity slots” at the airport. 
These are unallocated slots 
which become available dur- 
ing the day and which corpo- 
rate jets could previously 
apply to use at short notice. 
Corporate jet owners are 
also entitled to apply for 
allocated slots, along with 
other aircraft operators. 

Heathrow and Airport Co- 
ordination said changes 
needed to be made to the 
allocation of opportunity 
slots because of increasing 
congestion at the airport 

the airport said that alloc- 
ating slots at short notice 
was i parting to Increased dis- 
ruption. Corporate jet opera- 
tors will have to apply for ad 
hoc slots more than a week 
in advance under the new 
rules. 

Heathrow is highly con- 
gested and the number of 
international airlines 
demanding access to the air- 
port has increased. 

Seeking leave to appeal to 
the Court of Appeal, a law- 
yer for the jet operators told 
the judge; "Your lordship's 
findings an the regulations 
are most important to the 
operation of business avia- 
tion both in this country and 
potentially throughout the 
European Community.” 

The judge refused leave, 
but the jet operators can still 
ask the appeal court in Lon- 
don directly to hear the case. 

The US and the UK are 
expected later this year to 
negotiate a new "open skies" 
agreement, allowing all US 
and UK airlines to use the 
airport for transatlantic ser- 
vices. 

Under the existing bilat- 
eral agreement, only British 
Airways, Virgin Atlantic of 
the UK, American Airlines 
and United Airlines of the 
US are permitted to provide 
services from Heathrow to 
the US. 

The European Commission 
said last week that BA and 
American would have to 
give up 220-230 weekly 
Heathrow slots in return for 
approval of their planned 
transatlantic alliance. US 
airlines such as Continental, 
Delta and US Airways, and 
UK carriers such as British 

Mlrtlanrt have ask ed to USe 
the airport for transatlantic 
services. BA and American 
have said they hope that 
more efficient use of the air- 
port will generate new slots, 
limiting the number that 
they have to give up. 


Merger plea to accountants 


In London 

The UK's second-biggest 
professional accountancy 
body is to resurrect attempts 
to give the Industry a more 
powerful and coherent voice. 

The Association of Char- 
tered Certified Accountants 
has written to 120,000 profes- 
sionals seeking their views 
mi a merger between itself 
and two other bodies, the 
Chartered Institute of Man- 
agement Accountants and 
the Chartered Institute or 
Public Finance and Accoun- 
tancy (Cipfa). 

Previous attempts to 


rationalise the profession's 
six representative bodies 
have become mired in dis- 
pute. The Acca said the com- 
bined body would be the 
largest professional associa- 
tion in Europe, active in 130 
countries. 

There would be improved 
support for members and 
students and wider training. 
A merger would also gener- 
ate cost savings. “We believe 
that the proposals strike an 
appropriate balance 
between, on the one bond, 
greater coherence and effi- 
ciency and, on the other, 
protection of the dist i n g uish - 
ing features of the profes- 


sion." said Michael Foulds, 
president of the association. 

Acca said it envisaged a 
“devolved structure with a 
compact central council 
responsible for overall strat- 
egy". 

There would be three sepa- 
rate divisions for business, 
practice and the private sec- 
tor. 

The proposals could be 
controversial, and Acca may 
he accused of aggressively 
promoting the merger rather 
than consulting with the 
leadership of other bodies. 

Cipfa criticised the lack of 
prior consultation in the 
present Acca Initiative. 


i 
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EUROPEAN COURT CASE BROUGHT BY FIRST CHICAGO MAY PER MIT RECOVERY OF $165m IN PAST PAYMENTS 


Ruling may allow banks to reclaim VAT 


ft Christopher Mams 
and Clay Harris 

A landmar k ruling In the 
European Court of Justice 
yesterday may enable banks 
and foreign exchange bro- 
kers to claim £100m ($165mj 
in past payments of value 
added tax from the UK gov- 
ernment 

The decision that First 
National Bank of Chicago, 
which brought the case, 
should be allowed to treat 
foreign exchange earnings as 
supplies for VAT purposes 
could enable financial insti- 


tutions with substantial 
forex operations to recover 
£S5m in costs a year, some ' 
tax experts said. Others gave 
lower estimates. 

For banks with operations 
in the UK, the amount of 
VAT they can recover is 
directly proportional to the 
percentage of income they 

earn from trading partners 

outside the European Union. 
But the costs of forex trans- 
actions have until now been 
excluded from those calcula- 
tions. 

Expenditure can include 
the cost of purchasing com- 


puters and servicing commu- 
nications equipment 
~ “The change will have a 
significant impact." said 

Cathy Hargreaves, a partner 
at PricewaterhooseCoopers, 
the accountancy firm. "AH 
banks involved in forex 
transactions must look at 
future VAT recoverability, 
and the scope for VAT 
refund claims.” 

But the ruling could also 
bring extra administration 
costs for banks and brokers. 
Banks with a high propor- 
tion of £U forex deals may 
find that the ruling limits 


their overall- ability to 
recover VAT. 

. The ruling will benefit 
ba nks in proportion to the 
amount of business they 
undertake with non-EU trad- 
ing partners. US banks such 
as First Chicago, which do a 
lot of fores business with 
their bead offices, are likely 
to be big winners. First Chi- 
cago should also benefit on 

the costs incurred on Its new 

dealing room which began 
operation last October. 

In other cases where the 
mix of business is different, 
Stephan Harris, head of 


global financ ial markets at 
National Westminster Bank, 
said: "Tor each individual 
Emir the amount wouldn’t 
be that significant" 
Experts said Cus- 
toms & Excise may review 
the VAT arrangements of all 
banka to try to daw back the 
revenue It has lost, “What 
we are going to have to do is 
look at the ruling and study 
it tn some depth,” said Cus- 
toms. “Some banks will be 
eligible to Hal™ back money 
they have paid in the past 
But there’s a three-year cap 
an reftmds and -not all the 


sector is able to cl aim . 

The gT*g of the refunds and 
the proportion of costs that 
could' be claimed back In 
future' was difficult to quan* 
tify, although be did not dis- 
agree nth the estimates of 
tax experts. 

The ruling cannot 
appealed and is likely to 
flffrnt Arra ngements in' other 
EU countries too. Customs 
said: "This will not change 

the position with the aver- 
age traveller going to buy 
foreign exchange. It really 
affects dealings between 
financial institutions. 


GOVERNMENT EXPENDITURE CHANCELLOR OF THE EXCHEQUER OUTLINES POLICY AGENDA THIS PARLIAMENT 

BBC may 
halt some 
World 
Service 
broadcasts 


Education and 
health are the 
biggest winners 


By Robert Chats, 
Economics Editor 


It was never in doubt that 
education and health would 
emerge as the Hg winners 
from yesterday’s Compre- 
hensive Spending Review, 
the three-year planning exer- 
cise that haa in effect out- 
lined the government’s 
domestic policy agenda for 
the rest of this parliament 

But few observers could 
have guessed that when Gor- 
don Brown, the chancellor of 
the exchequer, announced 
the results of the review, he 
would allocate more than 
half the Increase in depart- 
mental and local authority 
spending for the next three 
years just to these two prior- 
ities. 

Education spending will 
rise at an average of 5.1 per 
cent a year on top of infla- 
tion. while health spending 
rises 4.7 per cent a year. This 
is more than observers had 
expected and compares to 
just 1.8 per cent a year for 
other programmes, signifi- 
cantly less than the econo- 
my’s trend growth rate. 

Ministries wUl no longer 

have to negotiate spendi ng 
with the chancellor every 
year, but a combination of 
performance targets and 
continuous monitoring 
means the Treasury’s power 
remains intact. 

Under the new spending 
plans, the traditional mea- 


sure of general g o vernment 
expenditure wfil rise by 2& 
per cent a year on top of 
Inflation over the next three 
years, giving a 2 per cent a 
year rise on average over 
Labour’s first term In office. 
This compares to 2J3 per cent 
growth a year in the last 
parliament and 1.6 per cent a 
year over the 18 years of 
Conservative rule. 

Labour inherited general 
government spending at 41.1 
per cent of national income. 
It dropped to 39.6 per cent In 
its first year in office and 
should have risen to 40.6 per 
cent by the end of the cur- 
rent parliament. 

In cash terms the depart- 
mental spending limits that 
are subject to three-year 

planning rise from £l6&8bn 
this year to £200.2bn in 
2001-02, an increase of 3.2 per 
cent a year on top of infla- 
tion- Including those spend- 
ing categories that win con- 
tinue to be planned annually 

- such as social security 
benefits and debt interest - 
total managed expenditure 
will rise from £333.6bn to 
£389.7bn in cash terms, 
equivalent to 2JB per cent a 
year on top of inflation. 

In addition to education 
and health. Tony Blair, the 
prime ' minister, "identified - 
crime prevention and trans- 
port as other priority areas 
into which the government 
wanted to channel resources. 
Transport spending will rise 



ft John topper, 
Media Editor 


Gordon Brown (left} and Treasury mkiMar Aistatr Daring In Downing Sheet on their way to the Howe 
of Common# to make the announcement Ashley Asftwood 

Gove r nment pledges for the next 3 years: 

• .£21 bn in extra health spending. Including £3bn for personal social services 

• £1Sbn in extra education spendrig 
- • £3.6bn in extra housing investment 

• £1.7bn in extra public transport spending 

• £1 .Ibn for science research and teaching 

• E800m to poorer communities for sparking on business start-ups, skills and educational 

quafifications 

• £25bn to alleviate poverty among pensioners, and free eye tests for pensioners 

• Government assets win be sold to fund Ellbn of new spending 

• Departments must meet efficiency standards and scrutiny procedures in exchange tar 

receiving new money 


by 8.3 per cent a year on top 
of inflation. For the criminal 

justice system, money is 
being freed by cutting the 

legal aid bin by 32 per cent 
a year in real terms. 

Clare Short's Department 
for International Develop- 
ment 'emerged as a surprise 
winner, with a real increase 
in spending averaging 8 per 
cent a year. This will raise 
overseas aid from the 0-26 
per cent of national income 


that Labour inherited to 03 
per cent by 2001. 

But aid as a share of gross 
national product Will Still be 
lower in 2001 than it was in 
1994. It will also be lower on 
average in Labour's first 
term than in the Conserva- 
tives' last one - and well 
below the 0.7 per cent United 
Nations target. 

The biggest loser from the 
spending review is the Min- 
istry of Defence, which will 


see real spending drop by 1.4 
per cent a year on average 
over the next three years. 
The Foreign Office budget 

will be frozen in real terms. 

The review also under- 
lined the government’s 
inability to make swift 
savings -from:, the £100bn 
social security benefits bill. 
Tbis Is set to rise by L9 per 
cent a ypar on top of infla- 
tion over the next three 
years. , 


Scotland and Wales see 
big real-terms increases 


Cautious praise 
from business 


By Andrew Parker 
and Jamas Buxton 


The spending review 
established budgets over the 
next three years for the 
planned Scottish parliament 
and the new assemblies in 
Wales and Northern Ireland. 

With an eye to regional 
elections in Scotland and 
Wales next May, Gordon 
Brown, the chancellor of the 
exchequer, provided signifi- 
cant real-terms increases for 
the government’s Scottish 
Office and Welsh Office. 

The announcement was of 
paramount Importance to 
Donald Dewar; chief minis- 
ter for Scotland, and Ron 
Davies, his counterpart in 
Wales, as they prepare to 
launch the governing 
Labour party's campaigns 
for tbe parliament and the 
assembly. 

The Scottish Office. Welsh 
Office and Northern Ireland 
Office budgets, which are to 
be passed to the regional 
institutions, will receive big 
increases for education and 
health spending. The 
long-standing “Barnett" for- 
mula guarantees Scotland. 


Wales and Northern Ireland 
■ a' percentage share of ‘any 
increases in education and 
health spending in England. 

However, that share has 
been reduced marginally 
because the formula is popu- 
lation-based and the number 
of people living in Scotland 
«nd Wales is fafling Unlike 
the previous Conservative 
administration, which only 

FuO delate of the govern- 
ment's measures and the 

text of the chancellor’s 
statement can be found 
on the Financial Times 
web site at wwwJT.com 

updated tbe formula once, 
the government is commit- 
ted to recalculating it annu- 
ally. Scotland will receive 
10.45 per cent of the 
increases for tbe Department 
for Education and Employ- 
ment and the Department of 
Health in 1999-2000, com- 
pared to 10.66 per cent this 
year. 

Wales will receive 5A5 per 
cent of the increases next 
year, compared to the cur- 
rent 6.02 per cent 
The Scottish Office’s 


departmental spending limit 
will Increase by &8 per cent, 
in real terms from £LL8bn in 
1997-98 to £13-6bn in 2001-02. 
The total Scottish Office 
budget, Including spending 
on the welfare to work pro- 
gramme, will rise by 5.6 per 
cent In real terms from 
£UL6bn in 1997-98 to £]&2hn 

in 2001-02. 

Mr Dewar said members of 
tbe Scottish parliament 
would in future decide Scot- 
land's spending priorities. 

Tbe Scottish National 
party, ahead of Labour in 
opinion polls, said yester- 
day’s measures showed the 
Scottish Office budget 
peaked at £l3J3bn in 1994-95. 
“The price of a Labour gov- 
ernment in Scotland is now 
clear - £200m less spending 
under new Labour at tbe 
peak of their spending plans 
than was spent by the dis- 
credited Tories [Conserva- 
tivesjin 1894-95." 

The Northern Ireland 
Office budget will increase 
in real terms from £5.5bn 
this year to £5.6bn in 
1999-2000 and £5. 7 bn in 
20004)1. It will be frozen in 
2001 - 02 . 


ft Peter Marsh In London 

Business leaders gave a 
cautious welcome to the 
extra government spending 
announced for areas such as 
education and transport, 
which many industrialists 
think have a direct impact 
on competitiveness. 

However, industry officials 
were concerned about 
whether the proposed mea- 
sures for making public 
spending more efficient 
would work in practice. 
There were also worries that 
the large increase in spend- 
ing on some programmes 
might, if economic growth is 
slower than forecast lead to 
higher public borrowing, 
rather than the surpluses 
that the government predicts 
for the next three years. 

Kate Barker, chief eco- 
nomic adviser at the Confed- 
eration of British Industry, 

the main employers’ lobby, 
said the £l9bn ($3i.3bn) 
boost to education spending 
gave Britain the opportunity 
to “be far more ambitious in 
what we expect people to 
achieve". The CBI said it 
also welcomed the allocation 


of extra money to transport 
and science. It added that 
the details of the govern- 
ment proposals indicated 
that the “proposed growth 
rates in departmental cur- 
rent spending are within 
acceptable limits". 

While applauding the 
extra spending on physical 
investment, such as on 
school buildings, the CBI 
also said, on pensions, that 
tbe “proposal for a minimum 
income guarantee in retire- 
ment is part of a sensible 
package to help those pen- 
sioners most in need". 

tan Peters, director of pol- 
icy at the British Chambers 
of Commerce, was more cau- 
tious, arguing that the 
increase In resources to 
transport and education 
could be a "double-edged 
sword”. 

“There has to be some con- 
cern that the government 
has got its judgment right 
[about economic growth]. If 
thin fails to be as high as the 
government expects, we 
would have to be worried 
about where the money [far 
the extra spending] was com- 
ing from.” 


The BBC World Service is 
likely to have to close some 
of its 44 foreign language 
radio services after foiling to 
win its full bid for £49m 
($8lm) extra over the next 
three years to expand into 
televirion and tbe internet. 

The World Service, funded 
by the Foreign Office, said 
its settlement of an extra 
£30m up to 2001-2902 on its 
operating budget, plus £15m 
for a transmitter in Oman, 
was “much tighter” than jt 
had hoped. 

Although the settlement is 
SA per cent above inflation, 
higher than the Foreign 
Office settlement generally, 
tbe service had been press- 
ing for more to achieve its 
ambitious expansion pro- 
gramme. 

Caroline Thomson, deputy 
managing director of the ser- 
vice, said it remained deter- 
mined to invest £I.Sm next 
year in its online service, 
but its bid for Elm of new 
funding to start television 
services had not been 
accepted. 

Ms [Thomson said it would 
discuss with The Foreign 
Office ways to adjust its 
investment programme, but 
it was likely to have to dose 
some lower priority lan- 
guage services towards the 

end of the period to meet its 
budget The service’s lower 
priority languages include 
Slovenian and German. It 
currently broadcasts on 
short wave and medium 
wave in parts of Germany, 
although it has been 
retrenching from other ser- 
vices in western Europe. 

Its grant-in-aid of £16Im In 
the current financial year is 
to be Increased by £5m in 
1999-2000. £iom the following 
year and £15m in 2001-2002. 
This compares with its bid 
for £9.5111 more next year ris- 
ing to £26m extra in 
2001 - 2002 . 

The new transmitter in 
Oman will broadcast to 40m 
listeners in countries includ- 
ing Iran and Pakistan. Its 
existing transmitter in 
Oman is extremely old and 
interferes with Omani gov- 
ernment radar. 

The Foreign Office is 
thought to have removed 
from its bid to the Treasury 
funding for local language 
television services in coun- 
tries including Russia. Ms 
Thomson said it “remained 
convinced” television was a 
sensible investment 

Although some of the 
World Service’s minority 
languages are received by 
relatively few listeners, it 
has created controversy in 
countries affected by clo- 
sures, where it Is regarded 
as an alternative to local 
radio. 


NEWS'DIGEST 


THE ECONOMY 


Bad weaker helps bring 
inflation rearer to target 





# 


Gloomy summer swatter ted 
to fewer salad days in June, 
and helped bring about a 
dedlne in the rate of inflation 
according to official figures 
yesterday. AM in seasonal 
food prices was a significant, 
conlrfoutor to the 0.1 percent 
decflne in foe Betas Prices 
index last month. The RPTs 
annual rate of increase 
stowed to 3.7 per cent from 
42 . pec cent in May. Tbe «ll- 
frems index for June was 
163.4. The Baik of England's 
target rate of in fla t io n - RPDC, 
- .v W .'which excludes mortgage 

skuxaa . riiiMW" MwM.wwwhintnrnrrt payments - also 
~ ' slowed. The annual increase 

in RPiX for June was 2L8 per 0.4 percentage points 
below May’s underlying rate offation. The rate is just 0.3 
points above the 2L5 per cant t}«t 
The news prompted a sharp iy in UK stock markets, as 
investors hoped foe Bank of Enjnd would be less Baft to 
raise Interest rates. The FTSE 1 (index closed up 142 points 
at 6,100.2, just five points beta* aft-time dosing high, with 
bank stocks, sensitive to interest movements, tearing the 
way. • ■ • 

The shift in interest rate expecfons sent the pound lower, 
with starling Ming against the D-u* by 1.5 pfennigs to 
DM2.945, and foe trade-weighted lex dropping to 104.9 
from 105.5. Richard Adams, Loot* 

Lex, Page 22; London Stocks, Pa 32 


ROYAL P R OPERTY 

Price peak wamintfrom chief 

Christopher Howes, chief executive ohe Crown Estate, foe 
body which manages the Queen's proty portfolio, has 
warned that property values may havered. His comments 
are foe latest in a series of forecasts oistowdown in growth 
in property prices and construction outt, linked to a general 
economic cooling. Mr Howes said: ”1 Mt y mp toms of a 
slight reces si on In the property sector - out I do not know if 
it is a mud downturn, or something mort^ous.” Mr 
Howes’s com m ents contrasted with rasu achieved by foe 
Crown Estate in foe year to March 31, wt^ were unvriled 
yesterday. Tbe value of Its portfolio, wfedicfudes Regents 
Street the central London shopping thorchfere, jumped 16 
per cent to E3bn ($4.9bn) compared with & per cent 
increase in 1996-97. 

The Crown Estate said it had achieved ataf return on 
Investments of 20.6 per cent compared wttt target for hs 
mix of assets of 17.8 per cent The aiganistn increased its 
profits by 10 per cent to £133 5m, against %• cent foe pro- £ 
vious year. Jonathan Guthrie, London •’ 

. 

RACETRA CK BETTING j; ' 

Minister seeksjto ease Bars 

Jack Straw, the home secretafy^yesterttay sous to ease the 

lean of the horse racing indujhy that the Tots, Uch contrib- 
uted 210.2m ($16. 8m) fundmdto the sport durinthe year 

ending March 31, would be f vfatteed. Gordon Bwn, the 
chancejlar of foe exchequer^ st month inctoded^p Tote in 
hiS pfem forcorisderihg how to extend dxtatJng jfaBo-prtvate 
sector partnerships. Speaking at the Totals annuajeneraJ 
meeting yesterday, Mr Straw fhoee mWsiiy is reionsfote 
for the state bettkig operetta ; sald privatisation wi orty one 

of a number of options to befonsldered by the reew of the 
Tote, to be carried outtogett !|wifo foe Home Offia and the 

Treasury. / - 

Tbe Tote returned profits bejre contributions to rcing of 
217.0m for the year ending Mach 31, 39 par cent u on the 
previous 12 months, ttecontrfoflon to racing was u,17-5 
per oent on the same period. <j8n Cameron, Londn 


DRUG SMUGGLING 


Customs beats fergets 

Customs & Excise is comfortabJaxceeding Its targets or , ^ 
drug seizures and breaking moremuggling organisations, bow 
falling or stable street prices forugs over foe past nirg 
yean do not suggest supply haeecome more restricted, the 
National Audit Office sad yesteny. In a review of the 
department's drive to prevent dn smuggling, Sir John 
Bourn, head of the NAO, said thion provisional results for 
last year. Customs prevented 23.* ($5Abri) of drugs fnm 
being imported and dismantled T. smuggling organisations, 
its target is to break 108 organises and prevent the import 
of El.7bn worth of drugs. Tbe nurer of seizures has 
remained stable, but the average xjb of drugs per seizure 
has risen sharply, with the weight cocaine seizures up 54 
per cent, cannabis 97 per cent enceroln 139 per cent since 

1989. Nicholas Timmins, London 


LIVING TOGETHER 


Marriage decline ontinues 

A continuing decline in marriages waecorded yesterday by 
the Office for National Statistics. FewpeopJe are marrying 
and those who do are getting older, aording to new figures 
published today. The numbers of flrehe marriages dropped 
from 221,927 In 1985 to 166,418 In IS. in 1995 the average 
age of a bachelor at marriage was 28.%grs compared with 
26 a decade before. For spinsters, theyres had risen from 
23.B to 26.8 years over the same periofhe average age for 
ail bridegrooms was 33.1 and for brideo.7. The number of 
couples giving the same address when flng married at a 
cMI ceremony reached a record of 80 p-ent in 1995. 


EMPLOYMENT LAW STUDY FINDS MOST HUMAN RES0URCES_PRACTITI0NERS SUPPORT LEGISLAT ION TH OUGH GOVERNMENT STILL P REFER S VOLUNTARY AP PR OACH 

Sharp fall in use of age limits but recruiters still discrimuate 


By Alison Haffland 
In London 


e use of overt age limits 
job advertisements bas 
ipped sharply in the UK. 
t recruiters still discrimi- 
e by saying, for example, 
it they want someone 
mg or mobile for a "fast- 
ring environment”, 
ording to research pub- 
ied this week. 

Iqual Opportunities 
dew, a bi-monthly journal 
Icb examined 7,000 job 
ertisements, also found 
t most human resources 
ctittoners supported legis- 
on to curb age diserimi- 


The government has 
opposed early legislation, 
opting for a volantary 
approach. It is due to pub- 
lish a code of practice this 
autumn after consultation 
with the Confederation of 
British Industry, the employ- 
ers’ lobby, the Trades Union 
Congress and others. 

But Gary Bowker, co- 
editor of tbe journal, said its 
subscribers did not believe 
the voluntary approach 
would work. “The over- 
whelming view is that if it is 
left to employer choice, then 
although 'good employers’ 
will take, and are taking, 
action ... the majority of 
employers will not.” he says. 


Examples of ase-exdustonary advertisements 


Job 

Erapfayer 

Age range 

Regional tflrector 

RaKrack 

35-45 

Head of raatetfng 

Abacs ft Lefcsaer 

361 

Manager, htemtoonti ftance 

PepsiCo 

&35 

Supply deb management 

ftfcftme 

3545 

Chief Hand audUr 

Yoftafeto Water 

3040 

Head tf gowrowrt affairs 

Unlever 

30f 

Talspfem bariosg c&wtt 

LtepUTSB 

MHOs ar above 

BOTpaan tartans analyst 

CneonelCo 

25-30 

CWef aecgOre 

EnriM FG 

3545 

Head cf rtormation tBchtHtagy 

Tin lac 

late 205/tafe 30s 


Age discrimination, long 
outlawed in the US, was the 
subject of a private mem- 
ber's bill in the House of 
Commons this year. The m 
which sought to prevent dis- 


crimination in job advertise- 
ments, failed when the gov- 
ernment refused to bade it 
The voluntary approach Is 
supported by many big com- 
panies and the Institute of 


Personnel and Development 
But 86 per cent of the 319 
respondents to the journal’s 
poll said legislation would be 
more effective. 

The journal’s survey of 
advertising indicates, how- 
ever, that voluntary 
restraint can work to a 
degree. Less than 10 per cent 
of adverts contained numeri- 
cal age preferences, well 
down on the 35 per cent 
recorded in a 1993 survey. 

The IPD’s magazine had 
stopped accepting adverts 
with age limits over the past 
two years and many recruft- 
ment advertising agencies 
had moved to minimise age 
restrictions, said Mr Bowker. 


Advertisements were mon- 
itored in the Sunday Times 
newspaper, where the pre- 
ferred age was 35, and in 
four London “free” maga- 
zines, where it was as low as 
25. 

More than one in 10 
adverts in the London maga- 
zines included words imply- 
ing a preferred age range. 
Recruits would, for example, 
be "articulate youngsters' 7 or 
“second jobbers”, while the 
working environment would 
be described as young, entre- 
preneurial or dynamic. 

US-based companies were 
amonp those raring language 
that implied a preferred age 
range. 


Exxon Chemical, for exam- 
ple. describing itself as an 
equal ' opportunities 
employer, wanted a “young, 
dynamic technical sales pro- 
fessional" while General 
Motors International 
Operations was looking for 
someone “young, ambitious 
and mobile" in information 
technology. The journal 
found very few adverts post 
lively indicated age was no 
barrier. 

• Measures to streamline 
resolution of employment 
rights disputes will , come 
into force from August- 1, 
Andrew Bolger. .writes. 
Industrial tribunals ' will be 
renamed employment tribu- 


nals and use of volun- 
tary altestlves will be 
encourages . 

Acas. tl government- 
funded conation service, 
will be ab.to proride a 
scheme foixbitration of 
unfair disssal disputes, 
with minislal approval. 
Employers j employees 
will he engaged to use 
internal app* procedures. 
Tribunals w be able to 
' reduce coiznaatlon in 
u n fa ir diszmsacBses if 
employee faasjt used the 
internal appe procedure. 
The changehave been 
backed by theades Union 
Congress, the 3, institute 
of Directors anp» IPD. 
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Euro just part of equation 


Europe’s new currericy 
is : not arriving in 
isolation but at a time" 
of proliferation of new 
technologies, writes 
Wolfgang Munchau 

P The antral of the euro, 
the single European cur- 
rency. could be a pro- 
found shock fop European busi- 
ness. Under the alarmist 
scenario, transparency of prices 
and wages might force companies 
to harmonise prices across the 
board and across the regions. 
Prices will come down cm aver- 
age. Profit margins will fall. 
Some companies win go out of 
business. Then again, none of 
this might happen. 

The euro could instead help 
e-commerce, which is still in its 
infancy, finally take off in 
Europe. In an intermediate sce- 
nario, the euro might act as a 
catalyst, or it might not matter at 
a H 

Worse still, if e-commerce takes 
off in Europe during the next few 
years, it will not be possible to 
know whether . the euro was 
responsible. This is because it is 
not arriving in isolation, but 
amid a proliferation, of new tech- 
nologies. 

Why should the change in cur- 
rency have anything to do with 
internet shopping? After all, cus- 
tomers can already use their 
rcredit card on the net, where 
they will be charged in US dol- 
lars. which then get re-translated 
into national currencies on their 
credit card hills. 

John Prideaux. senior 
vice-president of new products at 
Visa International, the credit 
card group, where he is in charge 
of e- commerce, says the euro will 
help create critical mass, which 
is what e-commerce lacks most. 

“The de facto currency of the 
internet is the US dollar. The 
euro will also become a de facto 
internet currency. There is no 
doubt about that That might 
raise the confidence of both con- 
sumers and. merchants. But now 
it is more of an, issue for mer- 
chants. They don't want to 
accept transactions in many cur- 
rencies. That pushes up costs." 

E-commerce could open up a 
new market for large, volume-low 
transactions. The same argument 
would apply to the traditional 
ma i l order industry, if and when 
ft operates oma pan-European 



basis to the same degree. 

Like the internet itself several 
years ago. e-commerce is growing 
rapidly, albeit from a low base. 
This is the case even in the VS 
where it is more established. 

Within Europe, the Scandina- 
vian countries are most enthusi- 
astic about e-commerce, a reflec- 
tion in part of the high 
penetration of computers there. 
Yet neither Sweden nor D enma rk 
will take part in the euro initially 
and Norway is not in the EU. 

Mr Prideaux says that 
e-commerce will take off eventu- 
ally. though not in the immediate 
ftiture. “People tend to overesti- 
mate the short term and underes- 
timate the long term." 

He says that the critical date to 
watch is not next year’s official 
launch of Emu but 200 2, when 
the European Central Bank 
begins to issue euro banknotes 
and coins. 

Until then, the euro is a syn- 
thetic currency, good essentia fly 
for electronic transactions. Most 
small-scale transactions will con- 
tinue. to be made in denomina- 
tions of national banknotes and 
coins during that period. It is 
likely that ft might take some 
thwp until Europeans develop a 
"feel" for their new money. 


But the euro might have a 
mare imm ediate impact In low- 
value e-commerce transactions - 
micro payments - such as trans- 
actions costing a few cents, or 
fractions of a cent. Such transac- 
tions are being crowded out by 


'What effect will 
the euro have on 
internet shopping? 1 


even moderate transaction costs. 

Visa has recently struck up a 
cooperation deal with the ZKA. 
the German inter-banking associ- 
ation. which operates the Geld- 
karte. a chip card for electronic 
money. Electronic money is itself 
expected to benefit from Emu, or 
rather from the transitional 
arrangements, during which elec- 
tronic money will be the only 
effective way to make euro-pay- 
ments for small transactions. 

Visa and ZKA will be develop- 
ing an “electronic purse stan- 
dard”, which will allow users to 



LOUISE KEHOE 

EAGLE EYE 


Silicon Valley fails to 
make a vital connection 


Investors forget that internet stocks depend on 
continued growth in use of personal computers 


spend their electronic money 
direct on the internet. 

"One example is newspapers 
and ma garinas. At the moment 
they give away information far 
free. With this you can take your 
chip card and plug it directly in 
to your computer [to read a news- 
paper web site]," according to Mr 
Prideaux. This would not be com- 
mercially viable under separate 
European currencies. 

E -commerce baa the best 
chances of exploiting markets 
where it has a natural advantage. 
These include businesses that 
rely on computerised databases 
and search functions: books and 
videos are examples. 

These, however, are all com- 
mercial developments that may 
or may not occur as a result of 
the new currency regime. The 
impact of the euro will therefore 
be difficult to isolate. 

But then, it may not be neces- 
sary to make such a judgment. 
What matters is that some combi- 
nation of a new currency, the 
development of new technologies 
and their commercial exploita- 
tion could one day turn e-com- 
merce into a mainstream seg- 
ment of Europe's retail market 
« This article is part of a 
weekly series 


There are two topics of 
conversation in Silicon Valley: 
the nnllripging chip market 
rising internet stock prices. As 
sorely as one will come up, the 
other will go down. The only 
question is when. 

Unfortunately for the 
chipmakers, their turnaround 
may take a lot longer than a 
deflation of the hot air balloons 
: carrying Internet shares sky 
high. Beset by slow sales in Asia 
and a fhll in orders from personal 
computer manufacturers, the 
chip industry appears to be in for 
a protracted stump. 

Yet nobody seems to connect 
these trends. Investors prefer to 
forget, it would seem, that 
ultimately the growth of the 
internet sector depends upon 
continued growth in the use of 
personal computers, as well as 

the emergence of new types of 
web- terminals, whether they be 
hand-held devices, 
web-telephones or set-top boxes 
that brims the internet to 
television screens. 

Most of the PCs in use today 
not already linked to the internet 
probably never will be. They are 
older models which lack the 
speed, memory, and modems that 
make web surfing feasible. Or 
they are owned by people whose 
interest has yet to be captured by 
what the web has to offer. 

So to a significant degree, 
continued growth in internet 
revenues from advertising and 
electronic commerce will depend 
on sales of new PCs. If the 
valuation of internet stocks has 
anything to do with earnings 
prospects, internet investors 
might do well to observe the 
plight of the chipmakers. 


The internet sector Is not all 
froth. Inktomi, a two-year-old 
Silicon Valley software company, 
is a refreshing example of a 
start-up that developed its 


technology before its marketing 
plan. 

The company got its 
breakthrough when Wired, then 
the most trendy of internet 
publications, adopted Inktomi 
search engine technology for its 
web site. Microsoft, and more 
recently Yahoo!, have also picked 
lnktomi’s s e arch software. But 
Inktomi is not just a search 
engine company. Its technology 
is rooted in parallel computing - 
the use of dozens of standard 
computers, clustered together, to 
achieve supercomputing power. 

In fact, the search engine 
software was created by 
Inktoml's founders, two 
researchers at the University of 
California, Berkeley, only to 
demonstrate the capabilities of 
their computer clustering 
technology. 

The company moved on to 
develop an internet "traffic 
server". This system maintains 
and automatically updates an 
internet “cache" - a local store of 
frequently accessed web sites - 
that eliminates redundant data 
traffic when dozens of users 
access the same web sites. The 
cost is less than one-tenth of 
expanding network bandwidth to 
provide the same level of service, 
Inktomi claims. 

It doesn’t stop there. Inktomi is 
adding applications - all run on 
supercomputing clusters. 
Filtering software, to weed out 
undesirable web sites, is probably 
next Another possibility is 
software that redraws web sites 
to suit new types of receivers 
such as cellular phones that can 
display web pages. 

There are plenty of internet 
technical start-ups with the 
trappings of success: the 
fun-loving culture, 
round-the-clock working hours 
and ambitions to make millions 
of dollars. Inktomi is all of these 
things, and more. 


Since scratching the surface of 
internet economics in an earlier 
column. 1 have discovered it Is a 
very tangled web. The problem Is 
not only that the internet gets an 
almost “free ride” on the 
iietw arks of tlie world’s 
telephone companies. The 
internet is also shining the 
balance of international 
communications traffic. 

Internet traffic gravitates to 
the VS as surely as water flows 
downhill. That is partly because 
the US has n lot more web sites 
than any other country. 

However, it is also because there 
are more routers in the US. 
Internet traffic moves in “hops" 
from one router to the next If 
there is a lot of traffic and few 
routers, the traffic will now to 
the next available router. So a lot 
of it ends up travelling to the US, 
even if users are communicating 
between non-US locations. 

The trouble is that the 
telephone companies whose 
networks carry most internet 
traffic also carry the legacy of a 
regulated industry. One result is 
that the US has established 
access fees for telephone calls 
coming into the country from 
abroad. 

So a disproportionate share of 
the day-to-day costs of the 
internet arc borne by users 
outside the US. some would 
argue. Perhaps - in the short 
term - that is not unreasonable, 
since US taxpayers funded the 
internet's creation and US 
companies have bought much of 
the equipment to expand the 
infrastructure of the internet. 

But it cannot last. If the 
Internet is to thrive as a global 
medium - and it must if It is to 
retain its value - there needs to 
be a more rational system of cost 
sharing. Does this mean 
regulation, multinational 
agreements and all of the 
bureaucratic trappings of the 
"old world” of 

telecommunications? Hopefully 
not. 
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The time to act and achieve positive results is now. 


I t will not go away. It will affect all IT systems 
oa which organisations rely, lifts, heating systems, 
signalling equipment, telephone exchanges, environ- 
mental monitoring equipment... In fact everything with 
embedded timc/daie-sensitive electronics. 

Yet the problem is not insurmountable. The problem 
is time. The solution is to understand the scope of the 
problem and to start now. 

Tackling the Year 2000 is an official UK government 
publication on the Year 2000 issue. Written by the UK’s 
Central Computer and Telecomm uni cations Agency 
tCCTAl and endorsed by the DTI. Tackling the Year 
2000 provides comprehensive, authoritative and 
objective guidance on managing every aspect of 
the Year 2000 project lifecycle. 

In rwn-iechnical accessible language. Tackling the Year 
2000 provides all organisations with the vision, 
commitment, guidance and direction necessary 

to complete in time. 


ORDER NOW 


POST: Financial l"'nn». Mima-ten u-nt ,)t P t < S - 

Financial rinu-s Disirifn-uon Cemn, 

I'Kl’i.PI 1 ST. Slakltmrn OWL-nt. I- yldv 
Southport PR -1 "BR. I K 
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For the Board 

Tackling the Year 2000 provides expert, accessible 
advice and guidance on business critical issues 
including: business continuity, managing risks, business 
priorities, SMART plans, the trade-offs between cosL 
risk and benefits and tbe allocation of resources. Plus 
important legal implications for the business. 


For the Year 2000 Project Manager 

Tackling the Year 2000 provides Project Managers best 
practice advice covering tbe whole project lifecycle, 
including: first class guidance on effective programme 
and project management, pros and cons of available 
tools for source code scanning, analysis of available 
structured and functional testing techniques, guidance 
on how to develop a testing strategy, plus expert advice 
on managing tbe testing process. 


Order your copy direct by calling Financial Times 
Management oa +44 (0/1 704 508080. 

Tackling the Year 2000 includes: 

♦ Volume 1: Executive Overview 

♦ Volume 2: Managing the Programme 

♦ Volume 3: Kick-starting the Organisation 

♦ Volume 4: Assessing the Size of Your Problem 

♦ Volume 5: Testing and Compliance 

♦ Vblume 6: The Legal Implications 
Available in printed format and CD-ROM 
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Price £295.00 


$*CCTA 

Central Computer and Trhxommuntcanora Apcncy 



PRIORITY ORDER FORM 


I I YES! Please send me printed copy/ies 

^ of TfaddinR the Year 2000 


Price £295.00 Mr/Mfi/Mru/Mc: Initiate Surname; 


I 1 YES! Please send me CD-ROM copy/ies 
1 — ! of Tackling the Year 2000 Price £295.00 + VAT 

tangr ft hettne UfcttOO ponder Ken of Writ £7« per book 

How do yon want to pay? 

□ f endive a cfmjue made payable 

,lo Financial Times Manigrrnrni .for £ —— 

□ Please fJmge ay MaswawV 

Voa/AjnEx/Dtner'i Club Card for £— — 


Company: - 


Address: — . — 
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your order please return your set in 
resaleable condition within 28 days 
of ihe invoice date for a full refund. 
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MARKETING PROVOCATIVE ADVERTISING 


A game of chicken 


Nando’s, the South African restaurant chain, Is showing a flair 
for talked-about, inexpensive publicity, says Victor Mallet 




Robert Brozin has a 
problem. As co- 
founder and chief 
executive of Nando’s. the 
fast-growing South African 
chicken restaurant chain, he 
is eager to take on his 
powerful US competitors in 
international markets, but 
he lacks the size, the money, 
and the inclination for big 
television advertising cam- 
paigns. 

The solution came natu- 
rally to the cheerful, quasi- 
manic Ur Brozin and his 
Nando’s colleagues: surprise, 
titillate, amuse, and stir up 
controversy to generate free 
publicity. 

So far the recipe has been 
as successful as Nando’s 
Portuguese-style grilled 
chicken with peri-peri (chilli) 
sauce. In the last decade, the 
company has opened more 
than 120 restaurants in 
South Africa and 60 more in 
12 foreign countries, includ- 
ing Australia. Canada, the 
UK, Israel and Singapore. It 
baa based its advertising on 
an eccentric but always topi- 
cal mix of puns and jokes 
about chickens, sex politics, 
sport and flaming hot ehilli. 
The rise of the right-wing 


politician Pauline Hanson in 
Australia was quickly seized 
upon by Nando's as the ideal 
marketing opportunity. 

First, the company 
mocked her racial views 
with a poster of three differ- 
ent coloured chickens and 
the slogan: “We're all the 
same cm the inside. Pauline”. 
Then it used a radio adver- 
tisement featuring a soon-to- 
be-grilled chicken parodying 
a recording made by Ms 
Hanson to be played in the 
event of her assassination. 
Nando's was delighted to 
have its named mixed up - 
for a modest outlay - in a 
well-publicised political 
drama. 

Mr Brozin confides, over a 
cappuccino in one of his fliD- 
service Nando’s Tasca res- 
taurants in Johannesburg, 
that he bad to be smarter 
than his competitors: "In 
order to do that, we came up 
with brave advertising, or 
what we call the challenger 
brand. That means you cant 
have boring advertising.’’ 

The aim is to be wittier 
and more off-the-wall than 
Benetton, but less shocking. 
“Our vision is to create a 
global brand that can rival 


the real big brands of the 
world.” he says. ‘'Brands 
with attitude - the Nlkes, 
the Virgin Airlines - that’s 
what we're looking to da" 

A vital part of the law-coat 
marketing strategy is to grab 
chances as soon as they 
arise to get “leverage” out of 
the associated publicity. 

hi London, Nando's publi- 
cised itself by offering free 


In South Africa, 
sex, sport and 
crime are 
essential 
ingredients 


grilled chicken to anyone 
who walked in to its restau- 
rants with a Nando's paper 
bag on their heads - a 
“uniquely British” promo- 
tion which he says would 
never have worked in other 
markets. The local news cov- 
erage generated when some- 
one at a cash machine 
punched a paper-bagged pro- 
moter of the scheme because 


he thought was about to be 
robbed was merely a bonus. 

In Nando's home market 
in South Africa, the leading 
conversational topics of sex, 
sport and crime are essential 
ingredients In the advertis- 
ing devised for the company 
by agency TBWA Hunt Las*' 
carts. 

For one campaign during 
the cricket season, batsmen 
in televised matches who 
returned to 'the pavilion 
without scoring a run were 
accompanied by the Nando’s 
taunt “Why go out for a 
duds when you can go out 
for a chicken?" And a radio 
spot that made fan of South 
Africa's notoriously insecure 
prisons involved two right- 
wing white extremists and a 
black serial-killer nipping 
out to collect a takeaway 
order when they heard it 
would take 20 minutes to 
delive-. 

Nando’s was founded 10 
years ago by Mr Brozin and 
Fernando (hence “Nando”) 
Duarte, a Portuguese South 
African. The company was 
listed on the Johannesburg 
Stock Exchange last year. Its 
products are well-positioned 
for international growth 
because of the healthier 
image of grilled chicken 
compared with fried, and a 
global enthusiasm for spicy 



Brozin: ‘Brands with attitude - that's what we’re looking to do* 


foods. The company also has 
a US-style programme to 
imbue its staff with dedica- 
tion and passion (“Nando’s 
is all about sharing, owner- 
ship and total involvement,” 
ft says). 

Consumers, furthermore, 
may warm to a new brand, 
just as Fjlipince adopted the 
local hamburger r»hain Jolli- 
bee - which is also expand- 
ing overseas - in preference 
to McDonald’s. 

Mr Brozin, who needs 
frwanrtai support to continue 
the international expansion. 


does not rule out a partner- 
ship with a big US company 
in the future, bat. he does 
not want to lose the Nando’s 
name or the company's 
determinedly wacky culture. 

“We’re probably one of the 
biggest non-American global 
brands in quick-service 
restaurants,” be says. “A lot 
of South African companies 
have bought global brands, 
but no one has taken a 
South African brand and 
gone out to trade in the high 
street That’s what we’re try- 
ing to do.” 
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ALCATEL 


The new Alcatel, refocused on telecommunications, 
is building on promising marikets 

Highlights of the Speech by Chairman and CEO Serge Tchuruk, at the June 18, 1998 Shareholders 1 Meeting 


Ladies and Gentlemen. Dear Shareholders, 

Today is June ISlh. This dale s impartani for history, but also for 
the Company. Today maks its 100th birthday. It mighl be 100 years 
oM, however, I think the Company is more dynamic than ever. 

Over the past few months, its structures have be® profoundly 
modified, and this transfeamadoa has been accomplished at a 
very fast pace. So, after some pretty hard years, the Group has 
found a second youth, refocused on markets which have been 
clearly identified and promise growth. 

This change is also symbolized by a change in name: Alcatel 
Al shorn Compognie G£n£rale d'EIectricitg is going to become 
simply AIcateL Today, I would tike to share with you Alcatel’s 
new dimension and took at some of the major challenges. 

V Recovery continues 

Lei's put the 1997 results in a wider historical perspective, 
which reflects the evolution of our Company's sales and 
operating income since 1992. 

From their peak in 1992, sales were relatively stagnant until 
1996 while die markets we were addressing tended to grow. It 
is therefore clear that the Company went through a difficult 
period. The first signs of its recovery appeared in the 1996 
onier books. The 1997 sales figure therefore reflects (he 
recovery, and the growth which is vital to our businesses. 

Operating income bad regularly declined, to more or less zoo 
in 1995. Since then, we are progressing, with FF 8 billion in 
operating income in 1997, and we plan to continue on tins path. 
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t The Group's refocusing 

In 1995, there were eight mam business tines. We wanted to 
amplify the Groiqft structure, aid direct it toward growth markets. 

- In a first step we sold a significant part of our financial holdings, 
fer a total of nearly FF 12 billion. At the same rinw» L we df ri rtrd 
to get out of the media business in exchange for a 21% 
financial stake in the capital of Havas. 

- We continued to refocus by streamlining internally, to reveal 
two major businesses within Alcatel: 

■one which is increasingly focused on software: the 
telecommunications sector, 

■and the other, which is more industrial: (be Cables and 
Components sector. 

- The third step led to the sale of Cegelec (o GEC Alsthom and 
the decision, made jointly with our partner GEC to put GEC 
Alsthom shares cm the stock market Alcatel will keep a 24% 
stake in GEC Alsthom, whose name will rfomy to ALSTOM. 

At the same time, we have participated in a certain number of 
restructurings which have affected the defense electronics 
sector in France. This move was umtertakoi with othCT French 
partners, such as Dassault Industries and Aerospatiale. The 
result is a well founded and intelligent operation to strengthen 
the French defense electronics industry around a broader 
Thomson-CSF. 

After these profound changes, we have become, in a much 
simpler way, a Group that is 85% focused on the 
Telecommunications market, which includes a Telecom 
business and a Cables and Components business. 

This Group holds two very important stakes: one in ALSTOM, 
and the other m Thomson-CSF. In the latter, we hold 16% 
directly, and mote than 20% with our partner Dassault 
Industries. We investigated this move as an industrial 
partnership and to develop over the years numerous 
opportunities for cooperation, notably in tills technology field. 


v The new Alcatel 

The fust big sector. Telecommunications encompasses three 
main businesses: 

• Networks, which are the big switching systems and in 
which Alcatel is number one worldwide, with 200 million 
fixed telephone lines installed, 

-Transmission and Access, which are the information 
highways and byways, 

- and activities for the Enterprise and Consumer markets. 

The Cables and Components sector incorporates: 

-Telecom cables and components, which represent 20% of 
(be Group's total sales, and 

- Power cables, in which Alcatel is also the world leader. 

In 1997, the new Alcatel's sales amount to FF 130 billion on 
a pro forma basis. 

Starting in 1998, they will increase noticeably. 

By geographical region, thee are also important changes in 
the Group: 

• as a market, France accounts for about 17% of our sales, 

• Germany, with 13%. is our second biggest European 
market. 

• North America today accounts for 15% of sales. Once the 
DSC acquisition is completed. North America will 
represent over 20%. The United States will become our 
number one market 

▼ Promising markets 

•Internet currently counts 75 million subscribers in the 
world. They will be 400 million in the year 2002. They 
already represent 40% of the number of fixed telephone 
subscribers. 

• Mobility: today, there are 200 million mobile telephone 
subscribers worldwide and they will probably number 700 
mifikm in 2002. 

■ Telephone density”: in the year 2000, 80% of the world's 

population still wont have a basic telephone. 

Telecommunications, our central market, has grown by 8% 
to 10% in value in recent years. Forecasts for the future 
expea that, barring some unforeseen accident, growth 
should continue for many years to come. 


v Alcatel's strategy 

In such a case, the coodkhms for success are numerous but two 
are paramount: 

Technology 

The first key to success is technology, that is our Company's 
ability to innovate in a highly competitive global environment 
and to stand out from die competition not only by adapting 
our products to market demands but by deifwring to the 
market on time. 

Presence in the United Stales 

This is an extremely important and innovative market, ' 
especially in terms of usage: the number of PCs or Internet 
subscribers in thtf United States is considerable, compared 
with the situation in Europe. 

In 1998, we should have sales of $1.6 billion in 
telecommunications. With our cables and components 
business, total safes will reach $3 billion in the UJS. 

This base is nonetheless too limited to correspond to our 
ambitions in this market That’s where the project to acquire 
DSC - for which, as you know, we have launched a stock-for- 
stock transaction - comes in. 






T Products paving the way to future 

I will simply highlight the complementary nature of AkateYs 
offering. 

First of all Alcatel is a major specialist in traditional terrestrial 
networks. We then went into mobile networks, where we are 
growing strongly and our positions are confirmed each day. 
We are also the world leader in submarine cables. In a more 
recent way -but which is growing at practically 30% per year 
- we are becoming a major player in satellites. This is all the 
more tree thanks to the Thomson-CSF transaction, as die 
satellite businesses of Alcatel, Aerospatiale and Thomson-CSF 
will be brought together to create a large company, called 
Alcatel Space. Thomson-CSF will hold 49% and Alcatel, with 
51%, will have management control of Alcatel Space. In this 
way. we become one of the world's top three major industrial 
companies in satellites. 

In the aira of mobile telephones, from archer nodes! position 
we expea to reach 6 million units this year, and we are on die 
way to obtaining leading market shares in many countries: 

*** 

As you can sec, your Company is in foil movement. Its new, 
simpler name - Alcatel - will symbolize this movement. 
Shorter, easier to pronounce, definitely international, die 
Alcatel brand. wiD be able to obtain recognition on a par with 
that of our main competitors. At the same time, as you know, 
Alcatel will keep foe ties with the ALSTOM and Thomson 
companies which are part of the Group's history. 

Ladies and Gendemen. Dear Shareholders, you may remember 
that last year I presented our ambition to become “The ffi- 
Sjpeed Company.” The progress made in 1997 illustrates this 
aim, and I am confident in our ability to live up to this motto. 

I thank you for your support and I ask year to believe in my 
total commitment in managing your Company. 

INVESTORS RB/JIONS : tel : +33 (0J 1 40 76 10 10 

Fm:*33 (0)1 40761405 d 

Internet : www^kcteLcooi a 


pay 
team 

Studies examining- 
the remuneration,qf, 
chief executives 
have overlooked an 
important factor 

Dear Professor Bunt, 

Over the past few years there 
has been much criticism of 
the remuneration af chief 
executives, espeaaBytn 
public companies, Tfme 
criticisms focus on the 
relationship between pap and 
the performance af the 
company, and the existence af 
uhat appear to be blatant 
inconsistencies: namely that 
m some cases the CEO's pay 
seems to rise regardless qf the 
company's performance. As 
an investor this is obviously 
an issue cf some concern, but 
is there any evidence to 
support such criticism? 

Prof Hunt replies: 

Yes research has shown 
that, at best, only abosi 5 
per cent of chief executives’ 
pay depends upon the 
company’s performance. 
Study afro* study has failed 
to identify a strong 
relationship between top 

Tnanagwm ewt M nwpenqgtto n 

and company performance. 
When more of os are 
- assessed and paid according 
to rigid performance criteria, 
tw« ts a trifle galling. 

Chief executives argue 
that there is a direct 
relationship, but that the 
complexity of compensation 
package often makes the 
link difficult to explain. 
Certainly. while short-term 
pay receives critical 
attention, the remuneration 
committee seems to be more 
concerned with longer-term 
incentives. 

For example, th* ordinary 
Investor would be disturbed 
to read in a set of annual 
results that the chief 
executive's compensation 




tite£ompany*s performance, 
iBrl <che find a significant 
between board 
and company 

p erforman ce. 

Similarly inconclusive 
results have been reported 
from American studies on 
board independence and 
chief executive pay. Whether 
the I nd ic ator s used are the 
proportion of non-executive 
directors or the actual 
sharehbkfingB of outside 
directors, there is very little 
evidence of any significant 
correlation between these 
variables and chief executive 

pay. . 

As one function of a board 
is to manlier performance, 
most academics seem to 
assume that the directors do 
this regularly and diligently. 
Another US study, by 
Sydney Finketstein and 
Brian Boyd, questions this 
assumption. They argue that 
the greater the discretionary 
power of the chief executive, 
the less hkely he or she Is to 
receive direct feedback from 
the other directors, whether 
executive or non-executive. 

Ovotifl, the missing 
element in these studies is 
analysis of what is 
happening within the top 
team ttf executives and 
within board meetings. 

Just as the formal 
structure has been a weak 
predictor of almost every 
outcome in companies, so 
board are. the ratio of 
non-executive to executive 

The main 
determinant of 
effectiveness is 
the level of social 
equilibrium 


had increased substantially 
despite a significant drop in 
sales revenue over the past 
12 months. However, the 
increase in remuneration 
would have been authorised 
in a previous financial year, 
which is why there is an 
apparent inconsistency 
between compensation and 
performance. 

There has beat little 
academic work done in tills 
area, which is why in 1997 
the American Academy of 
Managem ent financed a 
special research forum on 
managerial c o m pen sation 
and company p erfo rmance. 
Six papers from this forum 
have just been published in 
the academy's joarnaL 
One question that was 
examined was whether there 
was a link between s&called 
board independence - the 
ratio of executive to 
nan-executive directors - 
and chief executive pay. 

One of the papers, a study 
of 94 U K companies in the 
FTSE 100, by Martin Conypn 
and Simon Feck from 
Warwick Business School, 
found that neither the 
number of external directors 
ncr the separation of the 
chairman and chief 
executive roles were related 
to compensation levels. Is 
fact, those boards with a 
higher proportion of 
non-executive outsiders on 
the remuneration committee 
paid higher compensation to 
top managers than did those 
with a lower proportion. 

The findings are in line 
with an Australian study by 
Melinda Mirth from the 
Australian Graduate School 
of Management Her work 
suggested that the 
relationship between the 
company's chai rman and 
chief executive - whether 
they were one and tfn? gmrm 


directors and the roles tf 
chairman and chief 
executive are likely to be 
week predictors of CBO pay. 
The insights we need will 
come from understanding 
the behaviour of the players 
within specific contexts. 

Research by social 
psychologists has already 
shown that the main 
determinant of the top 
team's effectiveness is the 
level of social equilibrium 
the team generates. This 
interaction depends on how 
wen the members of the 
team get on together, and on 
how effective they are in 
encouraging debate about 
important issues, in 
suppressing highly 
emotional and unhelpful 
conflict, and even how 
mature their behaviour 
patterns are In the context of 
modern management 
What we need are data on 
how these groups of 
individuals function 
together. This is not 
impossible to get, nor is it 
necessarily expensive. At 
London Business School, for 
example, we are already 
using a simple questionnaire 
to collect from board and 
team members the 
behavioural information that 
links structural issues to 
performance. 

As an investor myself I 
understand your concern. 
What is interesting to me, 
when I sit cm investment 
committees, is that despite 
an the scientific rigour that 
can be brought to bear on 
the subject in the mid it is 
more who we know and how 
wen we can predict their 
behaviour that determines 

the effectiveness of oar 
investments. 

John W. Hunt is Professor of 

Organisational Behaviour at 
London Business School and 
a consultant to private and 
public sector clients. This 
column appears fortnightly. 
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THE ARTS 


Masters jostle 
with oddballs 

Matthew Gurewitsch on an exhibition of ‘self-taught* artists 
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IT what you look for in an 
exhibit is a grand design, 
Self-Taught Artists of the 
20 *h Century : An American 
Anthology is not for yon. The 
300-odd works by mare than 
30 artists support no 
The very concept of the 
“self-taught" turns out to be 
remarkably elastic. However 
unschooled, many of the art- 
ists an view work in wiwtin 
..that are extensions of what 
s ?Hhey do in their day jobs. 
Others, however arresting 
their personal vision, make 
do with the technical sirfiiq 
of a schoolchild. And some, 
quite manifestly, are mas- 
ters. 

Organised by New York’s 
Museum of American Folk 
Art this often astonishing 
panorama of American cre- 
ativity could not be con- 
tained within the walla of 
that worthy institution as It 
now exists. In 2000, it will 
inaugurate the museum's 
expanded quarters in mid- 
town Manhattan, after a 
long trek around the coun- 
try. ‘ The Philadelphia 
; Museum of Art was its first 
?stop. It is now at Atlanta, 
with Fort Worth, Rochester 
and Columbus to follow. 

The selection is nothing if 
not inclusive. Of course, the 
icons of American folk art 
are here. The Yankee matri- 
arch Grandma Moses (1800- 
1961) is represented by evoc- 


ative exercises in nostalgia 
such as "Old Times" and the 
superior “Halloween", but 
still better by panic-struck 
scenes such as “The Burning 
of Troy" or “The Thunder- 
storm". Contributions from 
Horace Pippin (1888-1946), 
the black veteran of the first 
world war, range from the 
theatrically arranged “Christ 
Before Pilate” to “The Buf- 
falo Hunt", a wintry study in 
stark black anti white. 

Henry Church Jr (1836- 
1308), who barely makes it 
u nder the 20th century wire, 
proves a powerful, if mis- 
chievous sculptor in statues 
such as the grave “Angel of 
Night”, cuddling two owls, 
and the mock-heroic "A 
Friend In Need Is A Friend 
Indeed", in which a musta- 
chioed shepherd under vio- 
lent attack from predators 
stOl manages to shield his 
lamb. From Church's easel, 
in stark contrast, comes a 
cool, luscious “Still Life” and 
a “Self-Portrait With Five 
Muses”, one of whom 
brushes in the gleam in his 
eye. 

There is plenty more to 
see. Some of it brings to 
mind the work of artists 
higher on the commercial 
food chain. Eddie Anting 
(1898-1993) had no clue about 
perspective, volume, or the 
figure, but in “Untitled 
(Colored Balls)”, he displays 


the graphic assurance of Jim 
Dine. Justin McCarthy 
(1892-1977) seems to have 
imbibed a welter of modern 
styles with his mother’s 
mfifr. Here his palette recalls 
Toulouse-Lautrec, there a 
face cries Munch, over there 
a composition stamps him a 
humble cousin to Matisse. 
Edgar Tolson (1904-1984) 
turned out puppet men and 
women as round-eyed as Bol- 
ero's. Between the peaks 
there are valleys, but hot 
many; the cheery pin-up art- 
ist, the landscape fancier 
whose Mount Sinai is 
scarcely distinguishable 
from his Idaho, the woman — 
one of only three in the 
show - who scribbles in ffelt- 
tip and crayon. 

The variety of aesthetic 
expression, however, is in 
the end less remarkable than 
a prevalent whiff of incipi- 
ent, sometimes full-blown 
psydwsis. No doubt at same 
level every form af artistic 
endeavour constitutes a bat- 
tle between anarchic Diony- 
sian impulses and an Apollo- 
nian will for control In this 
show, over and over, com- 
pulsion wins out. The work 
seems, and this is not always 
comfortable, completely 
tmeensored: rfinirai docu- 
ments of mind* that create 
not because they want to but 
because they have no choice. 

As one might guess, sex. 





AM human Efe is here: BB Traylor's ‘UnUttod (Runaway Goat Card* rubs shoulders with Edgar Totson*$ "Man With Pony' 


religion, aliens, and the 
occult are the principal pre- 
occupations. One man 
TYinVog little thrones of poul- 
try bones and paints them in 
gold. Another overwrites 
images of the apocalypse 
with reams of painted para- 
noiac rant. Of course, some 
of the handiwork here 
offered up for public scru- 
tiny was produced for the 
creators' private edification: 


a widower's X-rated fanta- 
sies of oral sex and bestial- 
ity, for instance, realised in 
odd little windmills. By con- 
trast, the images in Salvador 
Dali or Balthus seem well 
adjusted. At the entrance to 
some rooms, the curators 
have posted warning labels 
fra; concerned parents. 

These are nowhere more 
appropriate than by the pic- 
tures of Henry Darger 


(1892-1973), who every night 
went home from his job as a 
Chicago janitor to add to his 
“Realms of the Unreal" 
nightmare saga of seven her- 
maphroditic girls. The col- 
our sense is frequently stun- 
ning in the manner of 
Japanese wood-block prints, 
but the mayhem crosses the 
line to the psychotic. 

In a recent travelling exhi- 
bition devoted to Darger. the 


most explosive material was 
downplayed in favour of 
more idyllic, strangely pre- 
iapsarian images. Oddly 
enough, it has been left to 
the present potpourri to give 
his demons their full due. 

Presumably more benign, 
though quite as certifiably 
demented, are the “Healing 
Machines" of Emery Blagdon 
(1907-1986), who bung a 
whole shed full of dense wire 


r ttWi Plnion <B"J ItteiiAib Mraaui 

s constructions and amulets 
f meant, one must surmise, to 
- collect and focus the rcstor- 
ative powers of the cosmos. 
j Saints and sinners, losers 
i and winners - Self-Taught 
Artists finds room for them 
. all. Welcome to the USA. 

r 

l 'Self-Taught Artists ofttie 20th 
l Century: An American Anthol- 
i ogy* is at the High Museum of 
> Art, Atlanta, nnta September 20. 


Fine taste of a vintage season 


Richard Fairman enjoys the operatic offerings at the rump of the Almeida Festival 


Away from the compelling 
backkage drama at Co vent 
Garden, the operatic scene 
-jin London still has a lot of 
fight left in it Do not ask 
how small promoters man- 
age to find the funds for put 
ting on operas in out-of- 
the-way places, but they do, 
and audiences seem ready 
and eager to search them' 
out 

The mid-summer Almeida 
Opera season is all that is 
left of the former Almeida 
Festival in Islington, but 
while one may lament the 
passing of such a wide- 
ranging contemporary music 
event, at least its mission 
remains intact. Reading 
through the list or new 
operas performed since the 
opera festival emerged in 
1992 is to find as many , hits 
as misses, which in this 
business counts as a state- 
ment of successful trading. 
This year's pair of Almeida 
operas has been a good vin- 
tage. The first, Defcrdre Grib- 
bin’s Hey Persephone!, won ■ 
friends and has already been 
reported on; the second, 
comprising a double-bill by 
. ..the Chinese composer Guo 
f Weqjing. opened last Friday 
to a warm reception. 

Wenjing has forged a style 
of hJs own, rooted in his 
native Chinese musical and 
theatrical -traditions, but 
with a welcoming band held 
out to western audiences. 
The first of his one-acters, 
here receiving its premiere, 
was Night Banquet, commis- 
sioned jointly by Almeida 



Dark and single-minded: Nigel Robson (centre) as the Madman in 
Wolf Club VSage at ttte Almeida wo*** 


Opera, the Hong Kong Festi- 
val and the Contemporary 
Chamber Orchestra Taipei 
Its scenario sports a wry 
smile: a distinguished 
scholar in 10th century 
is asked to take up the 


office of prime minister in a 
corrupt regime and, to avoid 
doing so, holds a public ban- 
quet in which he disgraces 
himself on purpose - a 
moral comedy, which dis- 
plays a delightful sleight of 


hand. Is its naivety for real 
or does it hide a deeper wis- 
dom? How are we to take its 
ambivalent attitude towards 
authority? Wenjing balances 
everything delicately, 
though it may help that the 
libretto wraps up even the 
simplest statements in poetic 
language like Chinese rid- 
dles. 

Similar ly, the music is a 
synthesis of east and west, 

Wenjing finds 
time to show 
his credentials 
as a man of 
the theatre 


mixing traditional Chinese 
pipa and mandolin with a 
small western ensemble, 
part perfumed Chinoiserie, 
part tougher contemporary 
sounds. Having to sing the 
whole opera in Chinese with 
the proper inflexions (now 
up in falsetto, now down in 
their boots) cannot have 
been easy for the mainly 
western cast, who deserve 
plaudits for achieving it at 
all. The 6ft-plus Geoffrey 
Moses would be a giant in 
China, but he played the role 
of the scholar Han Xi-Zai. 
striptease included, with dig- 
nity. James MacDonald’s 
production was simple and 
effective; Brad Cohen was 
the conductor. 


After so many new operas 
that seek to deliver their 
message with a sledgeham- 
mer, the playful subtlety of 
this one came as a tnnic. The 
other half of the double-bill 
- Wolf Cub Village - was 
darker and more single- 
minded. In this earlier work, 
Wenjing explores the place 
of a madman in the commu- 
nity and, though it is only a 
drama in miniature, finds 
ample time to show his cre- 
dentials as a man of the 
theatre. The excellent cast 
included Nigel Robson as the 

Madman . John T ranter and 

Richard Jackson. MacDon- 
ald’s production, making 
much of li ttle, had the novel i 
idea of placing the sur- ! 
titles within an art instaDa- | 
tion. 

On the previous night Spi- 
talfields Market Opera 
hosted another premiere, 
one long overdue. Beatrice 
Cenci, composed by Berthold 
Goldschmidt far the Festival 
of Britain in 1951, has been 
seen in Germany in recent 
years, but was only receiv- 
ing its long-delayed first 
UK stage production last 
week. 

On this evidence, Beatrice 
Cenci is a well-wrought 
example of the standard, 
large-scale, traditional opera 
and unfortunately it needs 
commensurate forces to per- 
form it. For all their noble 
efforts, the students of Trin- 
ity College of Music Opera 
Group and Orchestra were 
ov e rp art ed by its demands. 
Perhaps Opera North might 
be the company to give Bea- 
trice Cenci a chance? 


‘Carmen’ in the park 
tries much too hard 


The Houston Grand Opera 
manages to thrive in a place 
where the arts are viewed 
with suspicion as an elitist 
indulgence. 

Spurred by the ofl boom of 
tiie 1970s and by a quarter 
century of aggressive and 
enlightened management 
under David Gockley, it has 
grown into the fifth largest 
company in the US. 

Yet Houston is a compara- 
tively new city, where most 
of the wealth is self-made 
and first generation. Gockley 
concedes that “unlike Chi- 
cago, San Francisco or New 
York, there is no inbuilt 
interest in opera in Hous- 
ton". 

Partly to seek new audi- 
ences, and partly to stay 
true to an innovative mind- 
set, the Houston Grand 
Opera frequently tries yet 
another way of bringing 
opera to the people. 

Its latest effort centres on 
a higb-tefch mobile outdoor 
platform constructed mostly 
of steel scaffolding and plex- 
iglass and four hydraulic 
lifts, with giant video 
screens and a lavish 
lighting system more akin to 
a rock concert. And that’s 
the point The hope is that 
new audiences can be lured 
to the opera if the produc- 
tion concepts and the sur- 
roundings are familiar 

The SI -5m gizmo-laden 
stage was recently taken to 
the Hermann Park, and 
installed under a partially 


roofed pavilion, where listen- 
ers sit on the lawn. Thou- 
sands were expected for a 
free performance of Carmen, 
but heavy rain meant that 
only a few stuck it out until 
the end. 

Michele Assafs first opera 
production contained little 
innovation. Her background 
includes off-Broad way thea- 
tre and rock, and her con- 
cept, similar to college cam- 
pus stagings, was to put 
characters in pop-star cos- 
tumes. 

The protagonist was styled 
after Tina Turner, sassy and 
with a big hairdo, while her 
friends from the cigarette 
factory were modelled on the 
Spice Girls, complete with 
flirty satin bras. Yet beyond 
any initial delight of recogni- 
tion, Assaf offered no 
insights into the plot, nor 
new facets of the characters. 
This was a conservative, lit- 
eral production. 

■Hie new stage is little to 
write home about. Two of 
the giant screens showed 
live-action close-ups of the 
singers - with subtitles, 
although the opera was sung 
in English. This was a con- 
venience for people seated at 
great distance. Before the 
music started, these screens 
also promoted the new sea- 
son and broadcast advertise- 
ments for corporate spon- 
sors. Such shameless 
hawking to a captive audi- 
ence. which would be 
shunned in a regular opera 


house, here seemed part of 
the package. 

Three more screens were 
at stage rear, showing illus- 
trations to reveal the action. 
Unfortunately, they were 
poorly executed and ulti- 
mately distracting. Like the 
entire production, this failed 
by trying too hard to be hip. 

The whole show was 
amplified, competently for 
the singers but poorly for 
the orchestra, which was 
conducted by Christopher 
Larkin. The singers had to 
watch the conductor from 
video monitors, and several 
cueing gaffes occurred. 

As Carmen, Suzanna Guz- 
man was the strongest of the 
principals, her voice suitably 
husky, her demeanour 
equally fitting. Jeffrey Dowd 
as Don Jose, and Theresa 
Cincione as Micaela, 
although occasionally 
unsteady, sang with distinc- 
tion. Two young singers 
showed special promise: 
Jennifer Aylmer, who sang 
Frasquita, and Tiffany Jack- 
son. the Mercedes. 

Although billed as opera 
for the 21st century, the por- 
table stage is an incremental 
improvement on typical 
s umm er opera in the park- 
style productions. The differ- 
ence is in the camera close- 
ups and the fact that it is not 
tied down to an existing 
theatre space. 

Pierre Ruhe 


INTERNATIONAL 

^ Arts 
Guide 


ATLANTA 

EXHIBITION 
High Museum of Art 
Tel: 1-404-733 4444 
Self-Taught Artiste of the 20th 
Century: An American Anthology. 

, 300 works by more than 30 artists, 

v^j Includes paintings, sculptures and 
Installations; to Sep 20 

BASLE 

EXHIBITION 

Kunstmuseum 

Tel: 41-61-271 082 8 

www.kunsSmuseurnbasel.ch 

Andy Warhol: Drawings 1942-1087. 
Around 230 works by the American 
pop artist, most of them on loan 
from the Andy Warhol Museum In 
Pittsburgh and the Warhol . 
Foundation In Now York; to -M 10 

. CHELTENHAM 

3 CONCERTS . , , 

Cheltenham International Festival 

of Music 

Tel: 44-1242-227979 
• BBC National Orchestra of 
Wales: conducted by Grant 
Uewelfyn in works by Mozart, 


Lutostawski and Beethoven. With 
soprano Anu Komsi; Town Hall; 

Jul 19 

• BBC Philharmonic: conducted 
by Richard Btekox - celebrating his 
50th birthday - in works by 
Smetana, Michael Berkeley and 
janficek; Tewkesbury Abbey; 

Jul 15 

• City of London Slnfonkc world 
premiere of a specially 
commissioned Oboe Concerto by 
Nigel Osborne, conducted by 
Richard Hickox. Programme also 
includes works by Mozart and 
Haydn; Town Hall; Jul 18 

EDINBURGH 

EXHIBITION 

Scottish National Portrait Gallery 
Tel: 44-131-624 62 VO 
The Winter Queen: The Ufe of 
ERzabeth of Bohemia. Includes 
around 50 paintings, plus a 
selection of engravings and 
medals; to Oct 4 

GLYNDEBOURNE 

OPERA 

Qlyndeboume Festival Opera 
Tel: 44-1273-815 000 

• capdeckr by R. Strauss. 

Revival conducted by Andrew 

Davis and directed by John Cox. 
The Countess is sung by Kiri Te 
Kanawa until Aug 5 and thereafter 
by Felicity LotL With the London 
Phlfiarmonlc Orchestra; Jul 18 

• RodeJinda: by Handel. New 
production directed by Jean-Marie 
vnfeder, with sets by Nfcoias de 

Lajartre and Pascal® Cazates. With 

the Orchestra of the Age of 
Enlightenment conducted by 
William Christie; 


Jul 20 

• Simon Boccanegra: by Verdi 
New production conducted by 
Mark Elder in a staging by Peter 
Hati. With the London Philharmonic 
Orchestra. The title role is sung by 
Elena Prokina; Jut 19 

GRAZ 

DANCE 

Opemhaus 

Tat 43-316-80080 

Kirov Baflet in a three-week 

season. Performances of Swan 

Lake (Jul IQ, a Fokina evening (Jul 

17), La Bayadere (Jul IQ, The 

Sleeping Beauty (Jul 19) and Swan 

Lake (Jul 20) 

LONDON 

CONCERTS 
Barbican HaH 
Tek 44-171-638 8891 
Carmen: by Bizet Sir Cofin Davis 
conducts the London Symphony 
Orchestra in a concert 
performance, with soloists 
Including Ofga BonxSna and Jos6 
Cura; Jul 15, 17 

BBC Proms, Royal Albert Hafl 
Teh 44-171-589 8212 

• BBC Philharmonic: conducted 
by Yan Pascal Tortelier In works by 
Bernstein, Ravel, Gershwin and 
Hindemith. With piano sototet Louis 
Lortte; Juf 20 

• BBC Symphony Orchestra: 
Andrew Davis conducts Berlioz' 
The D a m n ation of Faust on the first 
night of the Proms. With the BBC 
Singers and Symphony Chorus, 
and soloists RfohaTO Margison. 

Bryn Terfel, Ann Murray and 
Donald Maxwell; Jul 17 


EXHIBITION 
National Gallery 
Teh 44-171-839 3321 
Venice through Canaletto’s Eyes: 
taking the form of a journey along 
the &and Canal, this display 
brings together 23 paintings and 
drawings of the artist’s native city, 
mainly drawn from British 
collections; from Jul 15 to Oct 11 

MILAN 

OPERA 

Teatro atia Seals 
Teb 39-02-88791 ' 
wwwJascaiSLmHanoJt 
Lucrezla Borgia: by Donizetti. 
Conducted by draiWgi Gelmetti In 
a staging by Hugo De Ana. Casts 
vary ; took out tor Renee Fleming; 
Jul 16, 18 

MONTREUX 

JAZZ 

Montreux Jazz Festival 
Tek 41-21-966 4439 
wwwjnonbBuxjazz.com 
Montreux Jazz Festival: this year 
the musical church has been 
broadened to incorporate a greater 
range of styles. In addition to the 
usual Brie-up of traditional jazz, 
blues and sod artists, a number of 
young newcomers have been 
drafted In. f-fighUghts this week 
include Cassandra WBson (Weds), 
Michel Pslrucdanl (Thurs), and 
Youssou N'Dour and LTJ Bukem 
(both on Saturday, the festival's 
last night at tea Stravtnski and 
Miles Davis Halls respectively) 

MUNICH 

CONGBTTS 


PMharmod e Gasteig 
Tek 49-89-5481 8181 
Munich Phitiarmonic Orchestra: 
conducted by Jun Mark! in works 
by Brahms, Mahler and 
Schoenberg- With soloist Barbara 
Hendricks; Jul 15, 16 

OPERA FESTIVAL 
Ba y eri sch e Staatsoper 
Tot 49-89-2185 1920 

• GRiIio Cesare: by Handel 
Conducted by Ivor Bolton in a 
staging by Richard Jones, 
designed by Nigel Lowery; Jul 15 

• L'lncoranazlone di Poppea: by 
Monteverdi Conducted by Ivor 
Bolton In a staging by David AJden. 
Cast includes Ian Bostridge; 
Prinzregententheater; Jul 16. 19 

• Macbeth: by Verdi. Conducted 
by Marie Elder In a staging by 
terry Kupfer, with sets by Hans 
Schavemoch and costumes by 
Rein hard Heinrich. Cast includes 
Maria Guteghha; Jul 16 

SAN FRANCISCO 

CONCERTS 
Davies Symphony Hafl 

Teh 1-415-864 6000 
www.sfsymphony.org 
San Francisco Symphony 
Orchestra: conducted by Gerard 
Schwarz In a programme of French 
works including Sarasate’s Carmen 
Fantasy and Chabrier's Esparia 
With vIoBn soloist Elmar Oliveira; 
Jul16 

SCHLESWIG- 

HOLSTEIN 

CONCERTS 

Schleswig-Holstein Music 


Festival 

Tek 49-431-567 080 
Schleswig-Holstein Music Festival 
Orchestra: conducted by Dmitri 
Kttajenko in works by 
Rimsky -Korssakoff, Rachmaninov 
and Stravinsky. With piano soloist 
Gerhard Oppttz; Deutsches Ha us, 
Flensburg; Jul 15 

STUTTGART 

OPERA 

Staatsoper Stuttgart 

Teb 49-711-202090 

Tosca: by Puccini. New production 

by WHly Decker, conducted by 

Lothar Zagrosek with designs by 

Wolfgang Gussmann; Jul 18 

TOKYO 

CONCERT 
Suntory HaH 
Teh 81-3-3584 9999 

• Tokyo City Philharmonic: 
conducted by Taijiro limori in 
works by Mozart and Orff; Jul 16 

• Tokyo Symphony: conducted 
by Peter Feranec in works by 
Marti nu and Dvorak. With ceflo 
soloist Mari Fujhwara; Jul 15 

• Yomiuri Nippon Symphony 
Orchestra: conducted by Alexander 
Lazarev in works by Mendelssohn 
and Dvorak: Jul 17 

EXHfBmON 

Museum of Contemporary Art 
Teh 81-3-5245 4111 
At the End of the Century: One 
Hundred Years of Architecture. 
Touring exhibition reflecting on a 
century of dramatic change, from 
aerfy 20th century colonial 
architecture through modernism 
and the Bauhaus to the rise of 


theory and skyscrapers. The 
installation is designed by Frank O 
Gehry; to Sep B 

VERONA 

OPERA 

Arena di Verona 
Teb 39-045-800 5151 
www.arena.ff 

• Tosca: by Puccini. New 
production by Giuliano Montakfo. 
Cast includes Ruggero Raimondi 
and the conductor is Angelo 
Campon; Jul 18 

• Un BaHo in Maschera: by Verdi. 

New production by Giuliano 
Montalda Conducted by Daniel 
Oren: Jul 17 

TV AND RADIO 

• WORLD SERVICE 
BBC World Service radio for 
Europe can be received In western 
Europe on medium wave 648 kHZ 
(463m) 

EUROPEAN GABLE AND 
SATELLITE BUSINESS TV 

• CNN International 
Monday to Friday, GMT: 

0630: Moneyiine with Lou Dobbs 
1330: Business Asa 

19.30: World Business Today 
22.00: World Business Today 
Update 

• Business/Market Reports: 
05:07; 06:07; 07:07; 0820; 09:20; 
10:20; 11:20; 11:32; 12:20; 13:20; 
14:20. 

At 08:20 Tanya Beckett of FTTV 
reports live from UFFE as the 
London market opens. 


* 
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COMMENT & ANALYSIS 



MARTIN WOLF 


Labour’s way 


The comprehensive spending review helps us understand what 
the UK government's vaunted ‘third way' is really about 


Nobody knows what sort of 
government New Labour 
will turn out to be. That 
• depends an events - always 
unpredictable, often 
calami tons. But it is now 
clear what sort of 
government it wants to be. 
In particular, yesterday’s 
comprehensive spending 
review allows the world to 
determine whether Labour 
has a dear vision of the role 
and operation of the state. 

The slogan Labour uses Is 
"the third way". Its 
proponents think of it as 
mforipg indi vidual 
responsibility with social 
action. This is not, as critics 
allege, an absurd idea, 
merely an imprecise one. 
Since all western countries 
try to combine the two. 
Labour’s rfahn says nothing 
distinct about its agenda. 

Its actions do, however. By 
the standards of its 
European partners, a low 
share of national inc ome 
goes through the hands of 
the British government (see 
table). The ratio is vastly 
below those in Scandinavia 
or France. But it is roughly 
equidistant between 
Germany and the US. This 
then is a third way. The 
government must, perforce, 
do far less than any other 
left-of-centre equivalent in 
northern Europe; but it is 
also able to do mare than 
president Clinton's New 
Democrats in the US. 

Does this position 
represent a golden mean or 
Ml between two stools? The 
argument for the latter is 
that the UK under Labour 
offers neither the private 
responsibility of the US, nor 
the generous public 
provision of the continent 
The argument far the former 
is that the share of spending 
inherited from the previous 
government wffl. properly 
targeted and managed, 
create Labour's “inclusive" 
society. 
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To his credit, Gordon 
Brown, the chancellor, has 
now given a clear idea erf 
how the government intends 
to pull the trick off. It rests 
on three elements: 

• The share of current 
government spending, plus 
net investment, in GDP is to 
rise, modestly, from 40 per 
cent this finanrial year to 
40.7 per cent in 2001-02, with 
spending overall rising at an 
annual rate of ztf par cent in 
real terms. 

• Services, particularly 
health and education, rather 
than redistribution of 
Income or social insurance, 
are to be the priorities. 

• These services are to be 
improved by giving 
departments the security of 
three-year spending 
programmes, bnt with 
release of the money 
contingent on meeting 
carefully monitored targets. 

Consider each of these 
elements in torn. 

First, the overall ceiling 
on public spending, 
announced last month, 
ensures that the UK will 
remain a low-tax country by 
European standards, though 
It almost certainly prechides 
further tax cuts. More 
important, whether it proves 
as prudent as Mr Brown 


believes depends partly on 
continued success in 
controlling public spending 
but also an how the 
economy performs. Problems 
could arise not from any 
temporary slowdown, but 

rather from a big downward 

revision in the sustainable 
level of output in future. 
That seems unlikely. But 
there is a risk in releasing 
the reins on public spending 
when the economy is set to 
slow down, as it is now. 

Second, spending on 
health and education is to 
rise by around 5 per cent a 
year, in real toms, to the 
end of the parliament in 
2002; all other programmes 
will grow at below 2 per 
cent These priorities ensure 
that social insurance will 
remain far less generously 
funded than in continental 
Europe. Mach the most 
important example is 
Spending on pensions. At 
present, state provision is 
modest and set to become 
more so, while roughly half 
of all pensioners are without 
private pensions. Pensions 
are much the biggest hole in 
the gover n ment’s plans. 

Third, the government has 
developed an intriguing new 
framework for improving 
delivery of services. A 
central element Is its 
three-year plans. The targets 
these are intended to meet 
are set down within new 
“public service agreements” 
between departments and 
the Treasury, similar to 
those pioneered in New 
Zealand. On the results of 
scrutiny and audit will 
depend the release of funds. 

This all sounds 
tremendously rational. It is 
also unnervingly 
reminiscent of the 
command-and-control 
familiar to students of the 
Soviet economy. The 
comparison may seem facile. 

It is not Take a look at 
education. The department 


has committed itself to a 
long series of precise 
quantitative goals; doubling 
capital spending; reducing 
class sizes to 30 or fewer, 
inareasing access to ftirtbar 
and higher education by a 
extra 500,000 people by 2002; 
and introducing “national 
teaming targets" for all age 
groups. And just as the 
department is to be held 
accountable, so is each 
school or college. 

What has at least emerged 
after more than a year in 
office is a dear definition of 
what this government is 
about It is not aiming far 
significantly greater 
redistribution of income. Its 
aims in this regard depend 
overwhelmingly on 
improving the return that 
people get from working, 
through a new deal for the 
unemployed, a “working 
families tax credit'’ and a 
Tninhninn wage. It must also 
find some way erf helping 
poor pensioners, both now 
and in future. 

The government is not 
aiming for any radical 
redrawing erf the boundaries 
between services paid for by 
the public sector and those 
paid for by private people. 
What has been publicly paid 
for remains so. So, on the 
whole, does what is provided 
by public institutions. But to 
make the Systran work 
better, centrally determined 
targets are to be imposed by 
the public purchaser on the 
largely public providers, 
with Mr Brown at the apex. 

Within the inherited 
boundaries of what is public, 
the government has been 
bold in determining its 
priorities, notably in shifting 
resources into health and 
education. It must now show 
it is also able to turn more 
money into better services. 
The government may 
propose; voters will then 
dispose. 

Martin. WoW@FT.cam 
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The costly auto workers’ strike has exposed structunaJ dffficulties 
which have been building up over many years, says Nikki Tait , 


at General Motors 


■ Rom today, Martin Wolfs - 
co&imn wfl appear weekly, 
erery Wednesday: Samuel . 
Britten's Economics Viewpoint 
wfflarttaje to appear way 
otter Thursday, aJtemaSng wffli 
Lionet Barba’s Euopean J 
Viewpoint. PbHp Stephens's 
politics column wfil appear 
every Friday. Peter Martttt - 
business cofajnm wit appear 

every Tueaday.- 


W hen General 
Motors - the 
biggest manu- 
facturer in 
America - sneezes, the US 
economy used to catch a 
cold. So yesterday's Ml of 
more than $L6bn in second 
quarter profits might have 
been enough to set most ana- 
lysts’ teeth jittering: 

Instead, the Detroit-based 
carmaker’s profits of only 

$389m (compared with S2hn 
a year ago) were no more .or 
less than Wall Street had 
feared. About $lJ2bn of the 
fall stemmed from two 
strikes in Flint. Michigan, 
which have idled all but 
three of GM’s 29 North 
American assembly plants. 

The strikes have cut to the 
heart of GM’s structural 
problems. Worse for the car- 
maker, its difffcnitias have 
been exposed just when Ford 
ami Chrysler, GM’s two 
rivals, are racing ahead. 

GM is not only the biggest, 
but also the weakest, of 
America's carmakers. Its 
problems lie In its legacy of 
vertical integration, which 
171 pans it makes most of the 
components for its cars at a 
time when Its competitors 
are increasingly turning to 
independent parts specialists 
who are cheaper. GM also 
bears the legacy of generous 
labour contracts, which 
make the task of shedding 
workers to cut costs and 
improve productivity even 
barrier than for its rivals. 

GM has slimmed down. Its 
workforce has dropped 
sharply as Jack Smith, the 
chairman, started at last to 
cut its workforce in line with 
its tumbling domestic mar- 
ket share. But the misalign- 
ment between sales and staff 
has not been fully addressed. 
Some analysts believe the 
company needs to shed up to 
50,000 more workers. 

Like many corporate 
restructurings, GM’s has its 
roots in management deci- 
sions made years ago. The 
recessions of the late-197Qs 
and 1980s hurt all Detroit 
carmakers badly. 

But, to a much greater 
extort than either Ford or 
Chrysler, GM then re-em- 
ployed those workers in a 
1980s quest for market share 
- an objective which, in the 
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event, was undermined by 
the growth in fine number of 
Japanese-owned automakers 
building cars and trucks in 
North America. Today, GM’s 
Share Of its toaw» mflTftq f is 
about 31.5 per cent, com: 
pared with more than 44 per 
cent in the 1980s. 

During the past live years, 
a good deal of effort has 
been expended to pull the 
co m pa n y into more stream- 
lined shape. Non-core busi- 
nesses, such as the Hughes 
Electronics defence division. 
Electronic Data Systems, 
and even GM’s in-house 
training institute, have been 
spun off. Dozens of car. and 
truck models have been 
shelved. The company's 
hourly workforce has been 


469,000. 

All that helps explain why 
the strikes at Flint have, 
been so hard to resolve: they 
are not solely about detailed 
work-rules in two specific 
plants. Bather, they go to 
the heart of Gal’s attempts 
to catch up with nimbler, 
more streamlined rivals. 

The carmaker’s quest fix 1 
labour efficiencies has 
already hit hard In the town, 
which Is the birthplace of 
both GM and the United 
Auto Workers' union, and 
where many people are sec- 
ond- or even third-genera- 
tion GM employees. The. 
number of GM jobs in the 
town has shrunk from 76,000 
in the UJTOa,.to about 33.Q00 
today. Now. with the big 


cut from more than 6QOJJOO Buick City assembly plant 
two decades ago, to about scheduled to dose next year, 


223.000 today. 

Nevertheless, on many 


union leaders have invoked 
the spectre of another 11,000 


measures, GM still looks - jobs being lost during the 
uncompetitive. Last year it next two years. 


used about 3.74 assembly 
plant workers to produce 
each vehicle, compared w ith 
ail at Ford, and a little 
more than 2.6 at some Japa- 
nese plants in the US. Bs 
capacity utilisation has been 
signifidantly lower than at 
either Ford or Chrysler. The 
number of units (cars or 
trades) produced from each 
basic “platform” (or core 
design) was about 337,000 
last year. For Honda, the 
equivalent figure was almost 


Some analysts point ont 
that part of the problem 
relates to timing. The aver- 
age age cf workers at the 
Flint body parts plant is 
about SO, tar example. Id an 
environment where people 
are not so worried about the 
fixture of jobs at the com- 
pany, GM might have hoped 
to shed significant numbers 
of its older (and most costly) 
workers through natural 
attrittan. 

But this is no longer a 


solution - even if the com- 
pany did emphasise yester- 
day that "the age profile cf 
our w or kforce and vntemtary 
retirements preaedsa great 
j opportunity. ..to reedi imre 

'•competitive benchmark. lev- 
els ... without a negative 
impact on our'peflHeVAs: 

David Littman,; economist 
with Michigan-based Comer- 
ica bank, has pointed. Wan 
Street wants GM 

matching the ^Japanese 

transplants’ 

within five jwabft ■ That 
means mare Job cats. 

As if this this core 
dilemma were not entmgh, 
GM (some observers think) 
has not handled, the pubhc 
relations side cf the strikes 
well. During the Memorial 
Day weekend, it moved dire 
out of the Flint body parts 
plant, to protect the impend- 
ing production of .its vital 
new light-truck lines. That 
was an action guaranteed to 
raise temperatures in what 
were already difficult negoti- 
ations, and to fuel the atmo- 
sphere of mistrust 
The United Auto Workers, 
meanwhile, has been able to 
evoke fears of a “giant suck- 
ing sound"; , the notion that 
US jobs are being replaced 
by cheaper labour ovesseas. 
notably in Mexico. That is a 
subject heard with sympa- 
thetic ears in the NfidwesL 
GM’s has pointed out that it 
plans to invest about $30bn 
in the US by 2001 - but its 
voice has been largely drow- 
ned out in the debate. 

The strike Is not every- 
thing. Even with its costs 
stripped out, GM’s profits 
would have been down to 
fL.6bn, about $500m lower 
than last year, in the face of 
lower, sales and price compe- 
tition. There , were explana- 
tions for thefeJL GM pointed 
out, for example, that lower 
volumes were largely due to 
product changeovers. 

Nevertheless. GM’s results 
contrasted with strong fig- 
ures earlier in the week from 
its rival Chrysler - 
which Is fighting the 
marketing battles, but with 
higher capacity utilisation 
rates and cost-cutting. To 
deepen - GM's embarrass- 
ment, most analysts expect 
Ford to release even more 
stellar figures today. 
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Focus of management pay should 
switch to long-term performance 



From Mr Brian 
Femoick-Smith. 

Sir, As in Lex on Sears 
(July 13), one often reads of 
“aligning management and 
investor interests” as bang 
the heart of corpo ra te gover- 
nance. I think not only that 
it is impossible folly to align 
management and investor 
Interests, but that the pres- 
sures on management in the 
UK to meet the approval, 
and thus rating, of the 
investment community are a 
significant problem facing 
UK industry today. 

Almost by definition inves- 
tors have a very short-term 
vision, constantly switching 
loyalty if the grass looks 
greener elsewhere. To keep 
their loyalty wrthudam) 
some managements go in for: 

• short-term programmes 
such as cost-cutting, espe- 
cially In areas such as 
research and development, 
marketing, productivity- 
investment; 

• acquisitions which do not 


really fit but which, particu- 
larly with careful account- 
ing, give a short-term boost 
to perceived profits. 

To motivate the managers 
to give undue attention to 
the investors, incentive 
schemes are developed 
which tie an undue propor- 
tion of managers' remunera- 
tion to the performance of 
the shares - even though 
the investment community 
knows full well that the rela- 
tionship between perfor- 
mance and share price is for 
from direct How otherwise 
can you explain the sharp 
rises and falls in share 
prices, reflecting minor 
changes in expectations? 

Not only do large stock 
options sometimes result in 
rewards for management 
that are totally out of rela- 
tionship to their work and 
performance, but also this 
encourages t he m to run thw 
company with the wrong . 
motives. 

The duty erf a manager is 


to ran his company in order 
to . achieve long-term bal- 
anced growth for the benefit 
of shareholders, but also for 
the benefit of employees, 
customers and the commu- 
nity. The investment com- 
munity (and often the man- 
agement) balls out quickly 
when a company turns 
down, but employees, cus- 
tomers and the community 
(including the government 
that relied on Us contribu- 
tions) become the long-tom 
sufferers. 

Serious consideration 
should be given to returning 
management remuneration 
to a link with long-term per- 
formance of the company. If 
they wish to invest in their 
own company, they should 
do so with their own money. 


Harmony for 
Unionists 
to emulate 


Brian Fenwick-Sxnith, 
chief executive, 

Ttohannto SAM, 

24 Boulevard jprincesse 
Charlotte, 

MC98000 Monaco 


US investment may make deficit affordable 


- THE BED YOUR BACK HAS BEEN ACHING FOR 


The DUX sleep concept pure and simple: A bed that improves your sleep, energises 
you and helps you perform better the next day. So come in and ny the DUX bed, the 
bed your back has been aching for. Only available in DUXIANA shops. 


From Mr MDcs Lenhaff. 

Sir, Another, and possibly 
more familiar, way of 
looking at Wynne Godley's 
analysis (Personal View: 
“Motor starts to sputter", 
July 10) Is to focus on the 
net trade position of the. US 
economy. In real terms, the 
trade deficit (goods and sen 
vices) is now greater, as a 
< proportion of gross domestic 
! product, than at any time in 
the past few decades. A defi- 
cit clearly indicates that 
expenditure is being 
financed by accumulating 


debt and the c ur re nt posi- 
tion implies that debt is 
accumulating rapidly. 

However, this need not 
imply the US is living 
beyond its means. A good 
proportion of spending has 
been devoted to investment 
Indeed, there has been a ver- 
itable boom since the last 
recession with the share of 
investment (producers’ dura- 
ble equipment) in GDP ris- 
ing more sharply than at 
any time in the past 40 
years. If this helps raise the 
sustainable growth rate for 


the US economy even by a 
little, then debt servicing 
and repa y ment become less 
burdensome. Moreover, new 
capacity created in goods 
markets mitigates the 
upward p re ss u re on inflation 
and interest rates and so 
reduces the risk of recession. 


mucb Lenhoff, 
portfolio strategist, 
Capel-Cure Myers Capital 
Management, 

The Registry, 

Royal Mint Court 
London EC3N 4EY, UK 


From Mr Norman 
L Gregory. 

Sir,- 1 wonder If those in 
Ulster who rely heavily on 
their professed loyalty to the 
union could spare a few 
thoughts upon the future of 
the union, ifri ghm ri has tod 
its share of civil wars and 
has learned to five with their 
memory without open ran- 
cour. In England, too, Catho- 
lics have been savagely per- 
secuted but, except in areas 
with substantial Irish popu- 
lations,, the persecution is 
now a distant memory and 
there is true religious toler- 
ance. 

The -Northern Ireland tra- 
dition cf preserving the rivfl 
1 war mentality and preserv- 
ing the religious divide are 
. quite alien to the English 
way of life. In a very few 
years it seems likely that 
Scotland ■ will declare its 
independence. The main 
components of the union 
will separate. At this point it 
will be necessary for the 
remaining countries to con- 
sider the future of the rump. 
It seems most unlikely that 
England will wish to remain 
associated with Northern 
Ireland unless it has, by that 
time, become a very much 
less. troublesome neighbour. 

If the Irish Unionists wish 
to preserve the union it 
would be well for than to 
start working at harmonis- 
ing their customs with those 
that have matured across 
the Irish Sea. 


Norman L. Gregory, 
179 Woodstock Road, 
Oxford OX2 7NB, UK 


Skills shortages exacerbated by roles being undervalued 
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From Mr Atartm Thomas. 

Sir, The skills shortages in 
the engineering industry are 
a symptom of a wider struc- 
tural and attitude problem 
(“Engineering sector strug- 
gles against skill shortage”, 
July 6). 

Engineering industries 
increasingly need the awns 
to develop or integrate com- 


plex electronics and software 
systems, which often con- 
tribute the majority of the 
value or co m pe ti ti v e differ- 
ence of the product 
Yet these skills are under- 
valued, and many companies 
expect to use contract pro- 
gramming and electronics 
staff, hired at the lowest cost 
and lacking the qualifica- 


tions or experience that the . 
same company would . 
demand from engineers 
in more traditional disci- 
plines. 

It is not surprising that 
the best graduates choose 
employers that value their 
skills more highly, leaving 
traditional engineering com- 
panies increasingly uncom- 


petitive in international mar 
kets. These attitudes will not 
riiang p quickly, so the skins 
shortages are likely to con- 
tinue well into the next cen- 
tury. 
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Martyn Thomas, . 
Holly Lawn, 
Prospect Place, 
Bath BA2 4ftP, US 
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Alternatives 
to the IMF 


COMMENT & ANALYSIS 
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Tbe heavy demands Imposed on 
the International Monetary Fund 
by Asia have left its finances in a 
weakened state. That much is 
clear from the decision to draw 
on credit under the long-dormant 
“general arrangements to bor- 
row" to help Russia. Yet the US 
House of Representatives is pre- 
varicating over an IlSbn contri- 
bution to its coffers. And there 
are some who question whether 
the IMF's task in Russia Asia 
is necessary or effective. 

Certainly the IMF’s current 
role is different from that envis- 
aged in the 1344 Bretton Woods 
agreement The move to floating 
exc h ange rates in the early 1970s 
el imin ated the requirement for 
the IMF to police evnhangp rate 
adjustments. There are those, 
too, who argue that the wdwnp 
rate is a price like any other, 
which needs no official manage- 
ment That leads naturally to the 
further claim that collapsing 
Asian currencies usefully high- 
lighted policy inconsistencies in 
individual countries which 
should have been addressed. 

The US Congress Is justifiably 
concerned that the IMF’s role as 
an international lender of last 
resort gives rise to moral hazard. 
Lenders may advance money to 
uncreditworthy borrow er s on the 
assumption that the IMF will hail 
them out Countries like Russia 
may flout the IMF’s conditional- 
ity in the knowledge that wider 
US foreign policy considerations 
will ensure ran tinning funds. 

Currency instability 

Yet the exchange rate remains 
an unusually important price, in 
that its movements can cause a 
substantial reallocation of 
resources between the tradeable 
and non- tradeable sectors of the 
economy. When exchange rates 
overshoot as they often do, 
heavy costs may be fnemred as 
households and companies have 
difficulty in adjusting. It follows 
that the IMF’s longstanding rule 
in smoothing balance of pay- 
ments adjustment and support- 
ing distressed currencies remains 
relevant - not least because the 
Asian crisis has demonstrated a 
fundamental instability. in, the 
currency markets. 

One purpose of a global capital 


market is to allow funds to flow 
to countries that offer the pros- 
pect of high returns, but which 
lack adaqimtft domestic savings 
to exploit the opportunities. Yet 
the troubled Aslan economies 
had high levels of household 
savings, with liberalisation, for- 
eign capital flowed in regardless, 
encouraging over-investment, 
excessive monetary expansion, 
swollen official reserves and 
financial bubbles. 

Short-term borrowing 

When Asian exchange rates 
then collapsed, panic became epi- 
demic because so much of the 
foreign capital was in the form of 
short-term borrowing. As the 
depreciating currency caused the 
real burden of foreign debt to 
increase, worsening solvency in 
the corporate and banking sec- 
tors caused the panic to become 
self-feeding. Aslan central banks 
were unable to act as lenders of 
last resort in currencies other 
than their own. 

There lies part of the Justifica- 
tion for IMF intervention. And it 
Is reinforced by the unprece- 
dented potential for contagion 
across the world's emerging mar- 
kets. Of course, in an ideal world 
better IMF surveillance would 
have pre-empted the build-up of 
short-term foreign debt. The 
problem of moral hazard needs to 
be addressed, partly by involving 
private creditors at an earlier 
stage in any rescue. 

Yet the question has to be 
faced as to whether the alterna- 
tive to such monumental injec- 
tions of li qu i dity is feasible. £u 
the case of Russia it scarcely 
bears contemplating. As Cor Asia, 
its economies might appear 
robust enough to survive the rig- 
ours of a 19th century-style envl- , 
ronment But the weakness of j 
political structures In the region ' 
leaves populations very vulnera- 
ble to civil strife if a currency 
collapses - witness Indonesia. 

As Michel Camdessus, the IMF 
managing director, has put it, the 
IMF’s goal should be to ensure 
that the world has adequate pro- 
tection against the risks of glo- 
balisation, together with the 
chance to embrace the opportuni- 
ties it provides. To do that, it 
must have the requisite funds. 


Labour shows 
its colours 


Gordon Brown is taking a risk, 
but one which a British Labour 
chancellor could scarcely avoid. 

His announcement yesterday 
that health and education are to 
receive big infusions of cash ful- 
fils his party’s election pledge. 
After its comprehensive spending 
review, Labour needed to show 
that it was doing something posi- 
tive with power besides trying to 
run prudent monetary and fiscal 
policies and to reduce unemploy- 
ment 

Moreover, after severe squeezes 
under the Conservatives - car- 
ried on into the first two years of 
Labour government - health and 
education need more money if 
they are to meet the legitimate 
aspirations of a prosperous 
nation. 

Even so, the spending 
increases announced yesterday 
were very large: £40bn for the 
two programmes over the next 
three years, representing real 
awniin) increases of 5.1 per cent 
for education and 4.7 per cent for 
health. These sums are to be 
found without commensurate 
cuts in services delivered by 
other departments. True, defence 
will shrink a little, and the rise 
in welfare payments Is expected 
to decelerate. But welfare pay- 
ments are notoriously difficult to 
control And as Mr Brown tacitly 
admitted, all the totals win 
depend on the ability to hold 
down public sector pay. This Is 
now rising at only half the rate 
in the private sector; and this 
discrepancy cannot be main- 
tained indefinitely if public sec- 
tor services are to recruit good 
people. 

Agreed targets 
How then does Mr Brown intend 
to combine these big spending 
increases with his ambition 

strongly emphasised again yes- 
terday - to control public bor- 
rowing and to reduce the 
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the Treasury, backed by a Cabi- 
net committee, is to take new 
powers to monitor the perfor- 
mance of spending de partme nts 
with a set of agreed target s fear 
efficiency gains and performance. 
Another is ttatj 
Anally to have got nd of the old 
shibboleth against asset sales. 


Higher efficiency and disposals 
will go some way to plugging the 
spending gap. 

Even so, the chancellor has 
had to loosen the spending reins 
significantly more than was 
envisaged in his March Budget 
As he announced last month, 
average annual spending Is to 
rise by 2% per cent a year in real 
terms. This is half a percentage 
point flut ter than the fastest rate 
suggested tax March. It Is above 
the long-term growth rate of the 
economy and perhaps much fas- 
ter than the UK economy can 
grow In the next few years. 

Tight discipline 
This loosening of the overall tar- 
get Wilkes it all the more impor- 
tant that the government keeps 
departments under tight disci- 
pline. Having nailed his spending 
colours to the mast for three 
years, Mr Brown may face a very 
hard fight to avoid conceding 
more than he intended, especially 
if the economy turns down. 

The new monitoring system 
puts a welcome emphasis on effi- 
ciency ?wifl performance. It wifi 
require departments to meet tar- 
gets before they can claim new 
money. But how effective this 
will prove, remains to be seen. As 
UK governments have found in 
the past, once the public spend- 
ing taps are opened, it Is often 
difficult to control the flow. 

The government deserves 
praise at least for recognising the 
problem and for creating a new 
m echanis m to deal with it. In 
other respects, however, this 
review Is disappointing. The tidy- 
ing up of Whitehall bureaucracy 
Is modest, and besides health and 
education there are few radical 
Ganges in priorities for spend- 
ing. Perhaps that is no more than 
can be expected, when 48 per 
cent of total spending Gndutfing 
welfare payments) Is outside 
Immediate government control 
and other sectors such as law 
and order are hard to trim. 

Within these limitations, the 
government has done a credit- 
able job in attempting to combine 
i mp roved services with a prudent 
overall stance. These are the tar- 
gets by which it will be judged at 
the neat election. But they will 
not be easy to hit 


Russia s New Deal 


I t started as a fine idea. The 
creation of a market in Rus- 
sian treasury bills (called 
GKOs) seemed a sensible 
way to bring Russia’s financial 
system into the modem world. 
Before 1993, the government had 
financed its budget deficit by 
printing money, which con- 
stantly threatened to stoke up 
inflation or even bypff -inflation. 
The sale of debt gave the govern- 
ment an instrument to slay that 
particular dragon. 

But it all proved characteristi- 
cally Russian: good intentions 
wore taken to extremes and wait 
disastrously wrong. The govern- 
ment's reckless issuance of 
short-term domestic debt pro- 
duced a crisis of investor confi- 
dence when Russia was struck by 
yet another round In Asia's 
fhvmffaj turmoEL 
The ensuing turbulence threat- 
ened to undermine the country's 
entire public finances, devour the 
central bank's hard currency 
reserves, and force a catastrophic 
devaluation of the rouble. Fears 
spread that a collapsing currency 
would devastate the banking sys- 
tem, spark renewed inflation, and 
destroy what little faith 
the Russian people retained in 
the competence of their govern- 
ment 

That is bad, of course, but simi- 
lar problems have struck other 
Asian countries and in Russia 
itself governments come and ga 
What makes the difference in 
Russia is its strategic signifi- 
cance. Speculation has grown 
that President Boris Yeltsin him- 
self could be forced out of office. 

Politicians have even drawn 
parallels with the events of 
August 1991 when President Mik- 
hail Gorbachev was deposed by 
Communist hardliners, bagfpnfng - 
the disintegration of the Soviet 
Union. 

Could Russia, still riven by 
regional divisions, follow that 
course? Mi ght the deadly mixture 
of economic chaos, public anger 
and sgnvg of national humiliation 
that ftieDed fascism in Weimar 
Germany flare up in Russia now? 

Such fears appear to have been 
taken seriously enough in Wash- 
ington last week for the US 

adminis tra ti on to dram the Situa- 
tion in Russia to be a global stra- 
tegic threat - and a potential 
political embarrassment to Presi- 
dent BiD Clinton who had agreed 
to visit Moscow in September. 

Last Wednesday, Russia's GKO 
market melted down. To sell its 
treasury bills, the government 
was furred to increase interest 
rates to over 100 per cent That' 
was clearly unsustainable and 
the US Treasury pushed the- 
Interhational Monetary Fund 
into rapidly concluding a massive 

package of finan cial support 
On Monday, the IMF 
announced that it was to lend an 
additional $LL2bn to Russia this 
year, plus gLSbn in 2999. When 
existing loan agreements are 
included, the IMF, World Bank 
and the Japanese government 
will make $22.6bn of finance 
available to Russia by the end of 
next year. That is the equivalent 
to Borne 5 per cent of the coun- 
try’s annual gross domestic prod- 
uct 

Yegor Gaidar, the former prime 
mtqjgfwr who remains Infl uential 

behind the scenes, says the US 
Treasury played a “constructive" 
role in speeding the negotiations, 
“ft was always evident that the 
support would be there. But we 
were afraid that if all the bureau- 
cratic procedures were followed 
then we would only get the 
money one minute too late." 

For Russia, the critical ques- 
tion now is whether the rescue 
package, which was so strongly 
driven by international political 
imperatives. Is economically 


John Thornhill asks whether the IMF’s rescue package 
will save Boris Yeltsin and the rouble 
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workable In the wards of one 
adviser, the Russian government 
has now to prove that this finan- 
cial support is not just another 
shot of vodka for an alcoholic but 
is an anaesthetic before surgery. 

Russia's government, headed 
by the youthful Sergei Kiriyenko, 
has been brushing up on its sur- 
gical techniques. It has drawn up 
a tough “anti-crisis" programme. 
Xf implemented successfully, the 
programme would go a long way 
to restoring the health of Rus- 
sia’s public finances. 

The most pressing issue is to 
restructure the $70bn GKO mar- 
ket to enable the government to 
lower stratospheric interest rates. 
The government yesterday is 
announced a scheme to do this 
by enabling investors to 
exchange their rouble debt for a 
hard currency instrument That 
should help foreign investors, 
who hold some $20bn of GKOs, 
Iteel more comfortable about Rus- 
sian assets. 

At the moment, the govern- 
ment is running a primary bud- 
get surplus (excluding interest 
payments). If it can continue to 
do that, it will soon be able to 
start shrinking the overall GKO 
market Once the IMF package is 
approved, the price of GKOs 
should rise because much of the 


currency risk now pushing the 
price down will disappear as con- 
cerns about devaluation recede. 
That in turn wifi lower the yields 
and interest rates. Yields fell yes- 
terday from over 130 per cent to 
50-60 per cent; Mr Gaidar believes 
they could foil as far as 15-25 per 
rent by the end of the year. That 

Bizarrely, 

modern-day Russia 
employs more 
bureaucrats than the 
former Soviet Union 


would boost liquidity in the 
banking sector encouraging Rus- 
sia's banks to increase lending to 
productive companies. 

It Is a virtuous circle. But the 
problems in the GKO market are 
not just financial peculiarities: 
they are manifestations of struc- 
tural faults in the real economy. 
These must now be addressed. 

There is a national consensus 
that the federal government’s 
budget is a mess. On the revenue 
side. Russia is clogged by an inef- 
ficient and narrowly-based tax 


regime, which places a heavy 
burden on the top 100 corporate 
taxpayers while leaving many 
individuals untouched. 

Even before the latest IMF 
agreement, the government was 
committed to pushing a new tax 
code through parliament that 
would lower tax rates and 
broaden the base. This week, par- 
liament seems likely to adopt the 
new tax code and a host of other 
revenue-raising measures. 

No less of a revolution is 
needed on the spending side. 
While Victor Chernomyrdin was 
prime minister (1992-98), the Rus- 
sian bureaucracy exploded in 
size. It is a bizarre fact that Rus- 
sia. which is half as populous as 
the former Soviet Union, employs 
more bureaucrats. 

The government intends to cut 
Rbs75bn of budgeted spending in 
1998 and slash the government 
payroll by 200,000. Ministers 
argue it is better to finance a 
ffraan state properly than a big 
one poorly. Besides, they believe, 
many government employees are 
“phantom" workers who have 
more lucrative employment in 
the private sector so will not 
miss their dvH service jobs. 

If implemented as planned, the 
government's drastic fiscal tight- 
ening should mean Russia runs a 
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Getting ahead 
in Wellington 

Tau Harare, the New Zealand 
minster for Maori affairs who was 
sacked yesterday as deputy leader 
of the New Zealand First party, 
isn’t going quietly. 

Henare, with his short dipped 
hair and aggressive style tinged 
with humour, loves acting the 
Maori warrior. This goes down wefl 
with young Maori, but gets right up 
the noses of manypaterts - 
European-orlgm - voters. “I 
represent all that pateha believe 
makes up a bad Maori,* he said at 
the weekend. Vm said to be 
arrogant , too pushy, loud, coarse, 
unrefined, in your face and 
intolerant* 

Apart from these difficulties, hb 
party leader Vlfewton Peters Is 
treasurer in the coalition 
government and, in best finance 
minister tradition, has set exit a 
code of hair-shirt behaviour for Ms 
troops. 

So when two ministers flew first 
class to the UK on the same plane 
in June, Henare was in hot water 
while his National party ally wasn't 
Henare Insets that he chose first 
class not for the Cbabfe and 
carwpds but for the /egroom. 
Harare's mission waste bring 
beck 11 of the tattooed Maori 
heads which were such a popular 
souvenir for 19th century trave&ers 

- maybe first dass also had more 

headroom. 

The fragile coalition needs to 
keep Henare on board, and he 


may yet emerge as leader of an 
afr-Maori party, which could have 
the balance of power in parliament 
NZ First, which is chalking up 
some very poor poll ratings, might 
regret looking too closely at his 
boarding card. . 


Hold tight 


The mess at Cendant - it turns out 
that hundreds of mfiBons of doBars 
in earnings were fictitious — is bad 
news for boardroom bonuses and 
stock values, so it’s heartwarming 
to know that help may be at hand 

for those in distress. 

The company is considering 
“retention grants' to stop top 
executive talent from leaving. 
Obsecver wonders under what 
circumstances the company might 
consider departure grants. 

Tongue twister 

Schleswig-Holstein hasn’t figured 
much In the headlines since the 
mkMBth century when it was at 
the centre of a famously complex 
diplomatic dispute. That could 
change if a referendum tentatively 
fanned for German general 
electwn day on September 27 
results in foe state going it alone 
with te own brand of foe German 
language. 

Opponents of foe controversial 
mini-reform of German spelling and 
punctuation are putting foar faith 
in democracy to keep foe “Beta S" 
- pronounced as a double s - In 
ail its glory and avoid such fricative 
peculiarities as Schjfffehtt 


(shipping) that under foe new rules 
will rejoice In three fs instead of 
two. 

If Chancellor Helmut KoW is 
re-elected, he is unBkely to heed a 
referendum: after all, he has taken 
no notice of the msyority of 
Germans who would rather have 
foe D-Mark than the euro. 

For his Social Democrat 
opponent Gerhard Schrader, 
y es terday’s constitutional court 
nfifog that foe reform should go 
ahead eiimmates one of his few 
public differences wtfo Oskar 
Lafontalne, his erstwhile rival within 

the party. The decision gives 
Schroder's government In Lower 
Saxony a reason to adopt the new 
rules - something Lafontaine’s 
Saarland did months ago. 

Bulgar faction 

Any difficulties the Germans have 
over their language are unlikely to 
be as serious as those facing 
respected Greek lexicographer 
George BaWreotis. Ha recently 
produced an acclaimed dictionary 
but fall find of a court action by a 
right-wing MP over a bit of football 


Thessaloniki’s top teem. Pack, 
are known as the “Bulgers", which, 
as Babiniotis pointed out, is a 
reference to foe city's mixed ethnic 
origans as wefl as foe team's tough 
playing style. It doesn't seem much 
of an Insult - for one thing. 
Bulgaria qualified for the World 
Cup finals and Greece didn't 
But a court has ruled that the 
term was a slur on Pack and 


Babkifotis could face a Jafl term if 
he repeats it in the next edition. 

Not everyone Is so thin-skinned 

- foe dictionary records that 
Otymp lakes, based in the port of 
Piraeus are dismissed as 
"anchovies" and nobody has sued 
over being dismissed as an 
insignificant fish. Many of the other 
insults in the rich lexicon of Greek 
soccer abuse were much too aide 
for the scholarly Babiniotis to 
Include. 

Silent screens 

The Taieban regime In Afghanistan 
has at last lost patience with those 

disseminators of ail things evU - 

television sets, video recorders End 
satellite dishes - and banned 
I them. 

But the anthusiasticaDy Islamist 
government is being reasonable, 
and is giving everyone until next 
Thursday to eradicate all traces of 
the wicked cathode ray tube from 
foar homes on pain of unspecified, 
though presumably unpleasant, 
consequences. This is, apparently, 
to altow people to sefi off the 
expensive hardware - though there 
are no suggestions about who the 
buyers might be. 

It an sounds like a recipe for a 
burgeoning underground culture of 
secret tetevisiarv-watchere, Thera's 
some speculation that the 
clandestine couch potatoes might 
keep in touch through the internet 

- given that the Taieban see the 
smell screen as a social evil, 
they're unlikely to monitor the web 
sites. 


primary surplus of 3 per cent of 
GDP next year. A host of struc- 
tural reforms championed by the 
World Bank, such as regulating 
the utilities and ofl and transport 
industries more effectively, 
should stimulate greater competi- 
tion. The government also prom- 
ises to conduct more fair and 
open privatisations. 

This week, parliament will vote 
on the government's anti-crisis 
programme, which has been 
strongly criticised by the Com- 
munist party, the biggest faction 
in the Duma. The lower house of 
parliament has already diluted 
important measures. Mr Yeltsin 
has said he is prepared to imple- 
ment the programme by presi- 
dential decree if necessary. But 
yesterday he wooed senior parlia- 
mentary leaders, seeking to mol- 
lify the Communists by saying be 
did not intend to seek another 
presidential term. 

Even assuming the programme 
is passed into law somehow, 
there remains the question of 
what effect it will have on Rus- 
sia's long-suffering population. 
Already this year, the scourge of 
wage arrears has spread in both 
the public and private sectors. In 
the past, the Russian government 
has cut spending by the simple 
and brutal expedient of refusing 
to pay wages. The trade unions 
fear the government's austerity 
programme will fall heavily on 
ordinary workers. 

Most wage arrears are the fault 
of private companies, not the 
government, but even these 
could he exacerbated by the tax 
squeeze. Vadim Borisov, Russian 
coordinator or the International 
Confederation of Free Trade 
Unions, says many cash-starved 
companies will in practice have 
choose between paying their 
taxes or their wages. "The gov- 
ernment is trying to get more 
wool from the sheep but they for- 
get the sheep is nearly dead," he 
says. 

The political tensions in Russia 
are likely to become more 
extreme as parliamentary elec- 
tions roll around next year and 
presidential ones in 2000. Mr Yelt- 
sin is standing behind his govern- 
ment at present but bos changed 
his mind in the past when the 
political pressures have grown 
too intense. His prime minis ter 
has no independent political 
authority and relies entirely mi 
the president 

Even some of Mr Yeltsin's 
steadfast allies have begun 
deserting him. On Monday, Dmi- 
tri Ayatskov, the influential gov- 
ernor of the Saratov region, fore- 
cast the wave of social discontent 
across the country would “over- 
whelm the government” and 
could even sweep away the presi- 
dent 

Already, the jockeying for advan- 
tage inevitable before a presiden- 
tial election is increasing the 
importance of likely presidential 
candidates such as Yuri Luzhkov, 
Moscow's populist mayor, and 
Alexander Lebed, the former gen- 
eral who was recently elected 
governor of the Siberian region of 
Krasnoyarsk. 

In such a feverish climate, it 
might seem unlikely that a gov- 
ernment headed by a powerless 
young prime minister and backed 
by a fickle president can success- 
fully conduct an economic revo- 
lution in a country that has suf- 
fered years of slump. 

But that was more or less the 
position of Mr Gaidar in 1992, and 
he rose to meet the seemingly 
impossible historical challenge. 
The international financial insti- 
tutions have concluded that Mr 
Kiriyenko is worth a {22b n bet 
and provided him with a defence 
of the rouble that looks as robust 
as it can be. He may yet fashion a 
Slavic New Deal. 

^ IpnrtalMiim 

100 years ago 

Telephones Profits And 
Troubles 

During the past half-year, the 
National Telephone Company 
has done better than in foe first 
six months of 1897 - In the 
matter Cjf profits at all events. In 
the service we observe little 
Improvement The dividend on 
foe ordinary shares is 
maintained at foe rate of 6 per 
cent per annum, and £50.000 Is 
placed in reserve as against 
£35,000 at this date last year. 

The extra £15,000 might have 
been much better employed in 
pensioning off foe young ladies 
at the various exchanges who 
scream “Are you finished?" 
before subscribers have even 
been able to reach the numbers 
with which they ore trying to 
communicate. 

50 years ago 

Prosperity In S. Africa 
Pretoria, July 14. South Africa 
seemed an foe crest of a 
prosperity wave, Mr. Louw, 

Minister of Economic Affairs, 
said to-day, but he warned that 
it would be unwise to rely 
unduly on continuing prosperity. 
“The recent deterioration tn the 
international situation provides 
an additional reason for 
exercising caution,” he told foe 
Association of Chambers of 
C o mmerce. 
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THE LEX COLUMN 


The price of pride 


Is Malaysia succumbing to a full-blown 
dose of the Asian flu? So far it has man- 
aged to avoid going cap in hand to the 
IMF - the fate of Indonesia, Thailand and 
South Korea. Lower foreign borrowings 
helped it escape this course, allowing 
prime minister Mahathir Mohamad to 
claim that Malaysia would escape the 

worst of the crisis. 

That boast looks increasingly idle. The 
government finally admitted this week 
that the economy would shrink in 1988. 
Banking bad debts are also forecast to rise 
to 30 per cent of the loan book next year. 
Malaysia more than made up for its for- 
eign restraint with profligate domestic 
borrowing. Worse, there is a policy crisis. 
Dr Mahathir has sidelined his respected 
finance minister, Anwar Ibrahim, in order 
to pursue more expansionary policies. A 
M$12bn fiscal package has been 
announced and there is talk of lowering 
interest rates. The price is being paid in a 
weaker currency, with the ringgit down to 
M$4J2 against the dollar from MS3.8. 

With S20bn in foreign reserves. Malay- 
sia may be able to escape the clutches of 
the IMF. But going it alone will not be 
cheap. Paying for bank recapitalisation 
and corporate restructuring will require 
accessing international capital markets. It 
is a safe bet that investors will repay Dr 
Mahathir’s xenophobia, and the latest pol- 
icy reversals, with some juicy lending 
terms. 
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have been the CUC accounts: fully 60 per 
cent of the 1997 earnings were made up. 
Walter Forbes, its boss at the time - now 
Cendant chairman - should now have the 
decency to resign. 

Henry Silverman, Cendant 's chief exec- 
utive who ran HFS. bravely claims earn- 
ings will grow at 20 per cent That sounds 
like fiction too. Morale must be shattered 
and hopes of cross-selling between the 
two companies - the point of the merger 
- have presumably vanished. With its 
stock down €0 per cent in three months, 
Cendant can no longer use it for acquisi- 
tions and Mr Silverman, a self-confessed 
deal junkie, now talks of disposals. Per- 
haps he should sell CUC and start over. 


Cendant 

From descendant to disintegrating? 
Cendant’s earnings, share price and man- 
agement credibility have crumbled to the 
point when? it is worth asking whether 
the consumer marketing group still has a 
future. In the most basic sense the answer 
is yes. Cendant remains profitable. Even 
adjusting for yesterday’s shocking 
accounting irregularities, it should pro- 
duce nearly Slbn of net income in 1998. 
Assuming it completes its RAC and Amer- 
ican Bankers purchases for cash, net debt 
will rise to S6.5bn against an enterprise 
value of around $20bn - high but not 
unmanageable. 

But Cendant will no longer be the fairy- 
tale growth stock investors were promised 
when franchising specialist HFS and 
direct marketer CUC merged last Decem- 
ber. Indeed, the biggest fiction appears to 


Wag 

Ditching a chief executive had until yes- 
terday worked Viagra-like wonders on 
V iag's shares. Since June I. when Wil- 
helm Simson was first mooted to succeed 
Georg Obermeier at the diversified utility. 
Vug's shares have risen 35 per cent. Such 
energetic thrusting is risky for the unfit: 
as Veba’s Ulrich Hartmann has found, 
disappointing expectations of greater 
focus can be punished severely. Negative 
market reaction to yesterday's ultra-cau- 
tious statement should be an important 
early lesson. 

Clearly Mr Simson cannot be blamed for 
the forecast slowdown in profits growth to 
just 5 per cent this year, from 15 per cent 
in 1997 and 20 per cent in the first quarter. 
And some downplaying of expectations 
might even be shrewd. But mounting 
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start-up costs at Viag Interkom, its 
johnny-come-lately push into the telecoms 
market with British Telecommunications 
and Norway's Telenor. are restraining 
wminp growth. And Uie sale of its loss- 
making personal computer distribution 
business has deprived the group of some 
turnaround potential. 

For that reason there should be no 
excuse for pausing for breath in the 

restructuring. Packaging and freight- 
forwarding businesses have little logic in 
a group focused on European energy and 
telecommunications markets. Value 
would also be released if its chemicals 
unit was spun-off to shareholders. Having 
pushed the shares to their current levels, 
investors expect action. 

UK public spending 

Clouds often have silver linin gs. And so 
it is with the government's spending 
plans. The headline numbers revealed last 
month - 2.75 per cent real growth in each 
of the next three years - amounted to a 
disappointingly large relaxation of fiscal 
policy. But investors can at least take 
comfort from the fact that the money 
should be reasonably well spent. 

There were two good ideas in yester- 
day's announcement. The first is that a 
large proportion of the new resources is 
being directed towards improving the 
economy's productive capability: sharply 
higher public investment, better trans- 
port. more resources for science - and. 
above all, a big boost for education. None 
of this will cut much ice with inveterate 
short-term investors. But given that edu- 
cation is the Achilles' heel in Britain's 
economy, it should be encouraging for 
those tnlrin g the long view. 

The second good initiative is the drive 
to improve efficiency. The government's 
threat that spending departments will not 
receive their extra cash unless they 
deliver on their commitments could be a 
spur to better management. How much 
bite there will be in practice is another 
matter. If the Department for Education 
fails to cut class si2es. will its budget 
really be docked? After all. that would 
make it even harder to hit the govern- 
ment's top election pledge. The only sanc- 
tion that makes sense would be to sack 
the relevant cabinet minister - not cut its 
budget. 


Senate finds US satellite 
exports helped China 


By Stephen fitter k) W ashi ng ton 

A US Senate investigation has found 
that the Chinese military benefited 
from US satellite exports to China. 
US export controls on those exports 
had been whoDy inadequate, Trent 
Lott, the leader of the majority 
Republican Party in the Senate, said 
yesterday. 

Sen Lott was disclosing an interim 
report of a task force set up to exam- 
ine transfers of sensitive technology 
to China. He told the Senate that 
during the investigation new infor- 
mation had emerged about alleged 
Chinese efforts to influence the 1996 
US elections. 

“This new information should 
remove all resistance to the naming 
of an independent counsel to investi- 
gate the evidence and the allega- 
tions.” he said. 

However, the leader of the Senate 
Democrats. Tom Daschle, said the 
report was “pretty partisan” with 
many of the allegations yet to be 
proven and some of the sources 
“very questionable". “We are going 
to have to be very careful about the 


distinction between allegation and 
feet” 

Sen Lott disclosed four other 
“major interim judgments” - apart 
from the uncovering of new evidence 
about China’s alleged attempts to 
influence the US political process. 

• Clinton administration export 
controls for satellites were “wholly 
inadequate”. He said a transfer of 
control or satellite exports from the 
State Department to the Commerce 
Department in 1996 resulted in dra- 
matic changes, which reduced the 
influence of the Defence Depart- 
ment, eliminated the need to notify 
Congress and exempted satellite 
exports from certain sanctions. 

• Sensitive technology related to 
satellite exports bad been trans- 
ferred to China. China had derived 
significant benefits from technical 
exchanges with US companies after 
a 1996 crash of a Chinese rocket 
“which are likely to lead to improve- 
ments in the reliability of their bal- 
listic missiles and guidance 
systems,” he said. 

• China has received military ben- 
efit from US satellite exports. There 


was agreement that China had bene- 
fited, he said, the only disagreement 
was over by how much. 

• The administration ignored 
“overwhelming information regard- 
ing Chinese pruBferatioir of weap- 
ons. He cited testimony that the 
administration had used “almost 
any measure” to block intelligence 
judgments that China had trans- 
ferred missiles to “places like Iran 
and Pakistan". 

Sen Lott complained about limited 
co-operation from the administra- 
tion. “It is bard to escape the con- 
clusion that delay has become the 
standard operation procedure.” 

He added: “We are actively exam- 
ining our subpoena options in order 
to obtain the information we need to 
continue our inquiry.” 

Janet Reno, the attorney general, 
last year decided against naming an 
independent counsel to look into the 
allegations that China tried to influ- 
ence the 1996 elections. “It is time to 
renew pressure on the attorney gen- 
eral. ” said Sen Lott. “It is time to 
end the stonewall and get at the 
truth." 


Health, education get £40bn 
boost from UK government 
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Britain’s Labour government will 
channel an extra £40bn (S66bn) into 
its priority areas of healthcare and 
education over the next three years. 
Gordon Brown, chancellor of the 
exchequer, revealed yesterday. 

The move, described by the organi- 
sation representing the country's 
National Health Service authorities 
as “beyond our wildest dreams”, 
emerged from a comprehensive pub- 
lic spending review undertaken by 
the government when it came to 
power under Tony Blair, prime min - 
ister. in May 1997. 

Yesterday’s report was designed to 
set the government's spending prior- 
ities for the next three years wi thin 
the context of a medium-term fiscal 
strategy established this year. The 
spending increases in health, educa- 
tion and a few other areas will be 
somewhat offset by cuts in most 
other spending areas. 

Currency reaction was subdued, 
with sterling easing from $1,642 to 
$1,638 and from DM2.962 to DM2346 
yesterday. Government bonds (gets) 


also fefi marginally. The spending 
increases were welcomed enthusias- 
tically by Labour members of parlia- 
ment. many of whom have been 
shocked and dismayed by Mr 

Brown’s austere approach to govern- 
ment FtnanrPK so far. 

Mr Brown yesterday reiterated bis 
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claim to prudence, saying: “This 
government has made the choices 
necessary to deliver stable and sus- 
tainable public finances. We have 
been steadfast in our priorities - the 
nation’s priorities. 

“And now. as a result of prudence 
and a commitment to an investment 
in return for reform, a total of £40bn 
will be invested in the nation’s prior- 
ities - health and education.” 

The biggest increase in spending. 
£21bn. goes to health, with education 
receiving an extra £l9ba As well as 
boosts to key schemes in transport. 


social security, overseas aid and 
bousing, there will be a £290m boost 
to maseuzns, arts and sport over 
three years - improving access to 
museums and galleries - and limited 
extra cash from the Foreign Office 
for the BBC’s World Service. 

For most government depart- 
ments. overall spending will rise less 
quickly than the economy as a 
whole. Areas facing real-terms cuts 
include legal aid. defence, agricul- 
ture. European Union common agri- 
cultural policy spending, and other 
EU payments. 

However, the government 
appeared to be backing away from a 
preelection pledge to rein in social 
security spending: 

Mr Brown pointedly avoided the 
subject, saying only that growth in 
social security spending would be 
“significantly lower" in the current 
parliament than under the previous 
Conservative parliament 

One of the initial key aims 
of the spending review was to curb 
the growth of the £333bn social secu- 
rity bill, a third of government 
spending. 
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Europe today 

Showers and thunderstorms wffl 
move eastwards across the 
Balkans and south-eastern 
Europe. Western Europe will be 
relatively cod and showery, 
although France will remain 
mostly dry with sunny spelts. 
Scandinavia wHI have more heavy 
rain and showers. The Mediter- 
ranean will be generally hot and 
stxiny apart from a few e3rty 
thunderstorms near the Gulf of 
Genoa. 

Five-day forecast 

Westerly winds will continue to 
bring rain and showers to central 
aid northern Europe and it wil 
remain relatively cool. A deepen- 
ing area of low pressure will bring 
disturbed weather to western 
Russia. Finland and the Baltic 
States over the weekend. The 
Iberian Peninsula will remain 
sunny and turn very hot by Friday. 
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Deutsche Bank looks to 
technology to lift profits 

Deutsche Bank, Germany's biggest, is spending 
about DMSOOm ($4+4m) on preparing computer 
systems for Europe's single currency and ensuring 
they can survive the problems of 2000. But Deut- 
sche says it sees profit opportunities in its deep- 
ening involvement in technology. Page 18 

Athens investors warm to euro 

Though Greece outper- 
formed its southern 
European rivals in the 
first six months of this 
year, the ASE general 
index tell back 1.77 per 
cent yesterday. Yet 
Athens brokers predict 
the correction will be 
short-lived. The underly- 
ing mood is positive as 
investors set aside tradi- 
tional concerns about 
hostility between Greece and Turkey to focus on 
Greece's prospects for Joining the eura. Page 38 

Thailand bans inland shrimp farms 

The Thai government has put environmental pru- 
dence over short-term economic gain by banning 
intend shrimp fanning, it fears waste products 
from the farms could put at risk the rice craps 
produced in Thailand's fertile plains. Page 26 

Yen rises on fiscal reform hopes 

The yen rose against the dollar in London trading, 
reflecting investors' belief that electoral humifiation 
could lead the Japanese government to step up 
plans for banking and fiscal reform. Page 25 

Aid package boosts Moscow shares 

Moscow shares rose almost 17 per cent, the mar- 
ket's largest single day gain, in response to 
Monday's international aid package. Page 36 

Argentina in third fundraising move 

The Republic of Argentina grabbed the spotlight in 
a busy new issues market with a E500m 12-year 
bond, its third big fundraising exercise in six 
weeks. Last month the country tapped the markets 
with Ll.OOObn and DMT bn Issues. Page 24 

Rise in commodity prices unlikely 

Commodity prices are likely fo remain depressed 
well into 1999, according to an analysis by Merrill 
Lynch, the US investment bank. Page 28 
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ANNOUNCEMENT OVER IRREGULARITIES RUSHED OUT AFTER SUSPECTED LEAK LED TO HEAVY SELLING OF SHARES 


K09 group 


Cendant admits size of CUC fraud |gg*J 

global 
offering 


By Jobs Anthers and WS Lewis 
in Kew York 

Fraud accounted for almost 
half of last year's reported 
profits for CUC, the marketing 
services group which merged 
with HFS to form Cendant late 

last year, Cendant announced 
yesterday. The news prompted 
a further round of heavy sell- 
ing of Cendanfs shares on 
Wall Street 

Henry Silverman, chief exec- 
utive of Cendant and formerly 
head of HFS, described the 
accounting Irregularities as "a 
fraud of historic proportions". 
He admitted that the scale of 


the irregularities was more 
than doable what had been 
thought when the company 
initially acknowledged prob- 
lems in April 

Cendant, formed after 
aggressive acquisitions cam- 
paigns by HFS and CUC, has 
interests ranging from real 
estate agents, through the 
Ramada hotel chain, to Avis 
car hire. It recently bought 
NCP, the UK car parks opera- 
tion and has agreed to buy the 
Royal Automobile Club, the 
UK motoring services com- 
pany. Cendant’s market value 
reached $34.4bn in April 

The irregularities, revealed 


by a forensic investigation by 
accountants Arthur Andersen, 
included recording fabricated 
revenues with no associated 
clients or customers, false 
accounting of services so that 
long-term benefits were 
booked as short-term revenues 
to boost profits and systematic 
delayed recognition of cancel- 
lations of CUC’s membership 
schemes. 

The announcement was 
rushed out following a sus- 
pected leak of information on 
Monday which led to heavy 
selling of Cendant shares. Mr 
Silverman said he had already 
asked the Securities and 


Exchange Commission to 
investigate Monday's trading, 
which saw the shares fall 
almost 12 per cent. 

He added that the selling 
had been initiated by one par- 
ticular firm. 

The SEC would not confirm 
or deny whether it bad started 
an investigation. 

Cendant's shares fell 
another 14 per cent by midday, 
down S2*-a at 516 1 .-*. on volume 
which was almost double that 
of any other stock on the New 
York Stock Exchange. It was 
trading at more than $40 
before the irregularities were 
first announced in April. 


However. Mr Silverman 
remained adamant that the 
company ;va> financially 
strong, and that ir would com- 
plete its outstanding $3. Urn 
acquisition of Mia oil-based 
American Bonkers insurance. 

The effect on last year's prof- 
its is almost concelk-d out by 
Cendant's decision to reinstate 
$200m in merger charges taken 
bv Cl T C at the time of the 
merger, because many initia- 
tives planned al the Unit* have 
not been cnmt-ii out. 

Observer, Page IS 
Lex, Page 16 

Historic proportions. Page 20 


By Vincent Boland 


Bank lending 
falls as borrowers 
switch to bonds 


By Edwatd Luce In London 

The volume of bonds issued an 
international mar kets dramat- 
ically outstripped total lending 
by banks in the first half of 
1998 with the volume of overall 
bank lending dropping for the 
first time this decade. 

Bankers say the syndicated 
loan markets, which have 
shrunk to less than half the 
size of the bond markets in the 
past two years, are set to 
decline even further as compa- 
nies and governments switch 
to bonds as the preferred 
means of raising capital. 

Total International bank 
lending declined from $T88bn 
in the first half of 1997 to 
$174bn in the first six months 
of this year according to Capi- 
tal Data, an information pro- 
vider. In contrast, the value of 
bonds issued in the first six 
months of 1998 was $475bn. 
This was 26 per cent higher 
than the |3G7hn . of bonds 
Issued in the equivalent period 
of 1997. As recently as 1995, the 
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total volume of loans outstrip- 
ped the volume of bonds 
issued on the international 
markets. 

"There is a wholesale shift 
by borrowers from loans to 
bonds which is going to inten- 
sify in the next few years," 
said a senior official at a VS 
investment bank in London. 

Bankers say the trend has 
been accelerated by the 
approach of European eco- 
nomic and monetary union 
next January which has stimu- 
lated the growth of the Euro- 
pean bond market and forced 
European banks to adopt US- 
style targets for improving 
their return mi capital 

“R anks are lending much 
less than before to investment 
grade companies and govern- 
ments," said Grant Johnson, 
head of syndicated finance at 
Credit Suisse First Boston in 
London. "They are focusing 
much more on providing 
value-added transactions such 
as leveraged, acquisitions and 
project finance." 

Conventional loans to com- 
panies rated at BBB minus or 
higher - the investment grade 
threshold set by Standard & 
Poor's, the US credit rating 
agency - are considered to be 
an increasingly inefficient use 
of capital. "The loans just sit 
on our books and do nothing." 
said one banka:. 

Conversely, banks are 
becoming large investors in 
the bond markets. Most bands 
can be traded at the flick of a 
button In the secondary mar- 
kets. This means that banks, 
like other investors, can take 
advantage of favourable move- 
ments in bond prices. 



Dick Brown, C&Ws chief executive, surprised some by beating US carriers to the deal 
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MCI poised to sell all internet 
assets to C&W for up to $2bn 


By Alas Cane in London and 
Richard Waters m New York 


MCI, the US telecoms group, is 
expected to announce today 
that it has agreed to sell its 
entire internet assets to Cable 
and Wireless of the UK hi a 
deal valued at up to S2bn. 

The two companies were last 
night waiting for approval far 
the sale from the US Depart- 
ment of Justice. The disposal 
had been demanded by US and 
European authorities as a 
condition for approving the 
proposed $37bn merger of MCI 
with WorldCom. 

The European Union, in par- 
ticular, ruled that MCTs agree- 
ment to May to sell its whole- 
sale. or •'backbone", internet 
business to C&W for £625m 
($38im) was not enough to 
quiet concerns about the domi- 
nance MCI and WorldCom 
together could exert over the 
internet. Completion of the 


WorldCom/MCT merger, which 
still awaits final approval from 
the US Federal Communica- 
tions Commission, is expected 
to unlock a fresh round of 
takeover activity to the US. 

There was some surprise last 
night that C&W had come out 
ahead of US carriers in the 
bidding for MCI's internet 
business. It will be seen as a 
fresh triumph for Dick Brown, 
C&Ws chief executive. 

C&W will now acquire the 
company's wholesale 
operations together with MCI’s 
retail business, corporate and 
residential customers along 
with engineering support and 
sales activities. There bad 
been fears that the delay- 
caused by the decision to sell 
the retail business as well as 
the backbone operations could 
allow rivals to make bids. 

A purchase by C&W would 
represent a reversal of the 
trend which has seen the lead- 


ing internet backbone compa- 
nies fall under the control of 
bigger telecoms groups which 
control the physical networks 
on which internet and voice 
traffic is carried. 

WorldCom bought Uunet. 
the largest backbone provider, 
two years ago, laying the foun- 
dation for Us position in the 
internet business. Another 
large independent company. 
BBN. was acquired last year 
by GTE. while Sprint and MCI, 
both of which have extensive 
national networks, have built 
their own internet businesses. 

Purchase of the MCI assets 
would give C&W some of the 
facilities to handle internet 
traffic, including the routing 
equipment which governs the 
movement of data. However, 
unlike its main rivals in the 
backbone business, it would 
still have to rely on other com- 
panies’ networks to actually 
carry the traffic. 


Koc Holding, the Turkish 
conglomerate, yesterday can- 
celled a S230m global offering 
after ihe controlling Kof fam- 
ily resisted market pressure 
fur the shares to be offered at a 
discount to the quoted price. 

The cancellation brings to a 
premature end Turkey's most 
high-profile international offer- 
ing to date and makes Koy the 
first big company this year to 
pull an offering. 

it is also a blow to Goldman 
Sachs, wltich appeared to have 
persuaded the tightly 
controlled company to open up 
to outside investors .after 
nursing the offering for about 
two years. 

Shares iu Koc Holding, 
which has a domestic listing 
on the Istanbul stock 
exchange, had fallen about 7 
per cent since the issue was 
launched at the end of June. 

Bankers said potential inves- 
tors were bidding for the new 
shares at a discount of a fur- 
ther in per cent, which the Kog 
family believed significantly 
undervalued the company. 

Koc is understood to have 
come under pressure from 
Goldman Sachs to go ahead 
with the issue, with executives 
at tiie bank believing the com- 
pany bad achieved a good 
nrder book at a certain price. 
There was demand for twice 
the rouglily L4bn shares being 
offered, but at a price about 10 
per cent below the prevailing 
share price. 

'We are disappointed that, 
notwithstanding a good book 
of demand, the family decided 
not to proceed." said Dante 
Rose ini. co-head of European 
equity capital markets at 
Goldman Sachs in London. 

"But we respect their judge- 
ment and hope they come back 
to the market at the right 
time." 

Executives at Kop Holding 
were not available for com- 
ment However, the company 
said in a statement that “the 
offered price was not found 
satisfactory due to significant 
volatility in emerging mar- 
kets". It did not say whether 
the offering would be revived. 

The price for the shares was 
to have been unveiled early 
yesterday. A 10 per cent stake, 
most of it in new shares, was 
being offered exclusively to 
international investors. 

Earlier Turkish offerings 
have been discounted to 
compensate for the country's 
volatile economic outlook. 



BARRY RILEY 


Balanced management has 
to evolve, says Schroders 


Is balanced management dead? 
Not according to Schroder 
Investment Management - 
although it accepts there has 
to be "continued evolution”. 

Schroders is the second 
largest manager of UK pension 
funds, and the only leading 
active manager not to be 
suffering from the effects of 
performance or compliance 
problems. Its new strategy 
document can therefore 
continue to propound the 
virtues of traditional balanced 
managem ent - but with some 
modifications. 


Even Schroders is not in a 
strong enough position to 
condemn outright the 
self-interested move by the 
investment consultants to 
promote more elaborate and 
expensive indexed care/ 
specialist satellite structures 
far pension funds. 

But it points out that it has 
beaten the All-Share index by 
almost 1 per cent a year over 
10 years, and adds that 
to jnperf arming specialist 

managers are unlikely to be 
any easier to find than 
consistent balanced managers. 


It notes that these “cocktail" 
structures heap additional 
responsibilities on trustees. 

Right now Schroders is 
underweighting large 
companies - especially banks 
- in anticipation of a reversal 
at the market conditions that 
have so favoured tracker funds 
recently. Internationally, 
meanwhile, it has strategically 
downgraded emerging markets 
to which it formerly had a 
minimtim 5 per cent 
weighting. 

This Is a big decision for 
Schroders, which has made a 


feature of its Asian expertise 
in the past, but the minimum 
exposure has now been cut to 
zero because of poor 
short-term prospects and high 
volatility. Schroders has 
become more risk-conscious, 
and Asia adds a lot of risk to a 
portfolio. However, it says the 
growth story will reemerge. 

Risk control preoccupies 
pension fund strategists after 
the recent performance 
problems In the industry. 

Rival Mercury Asset 
Management, for instance, has 
tightened its sector-based 
exposure controls. Schroders 
lists the impact of different 
asset classes, with Pacific 
ex-Japan equities shown 
clearly as adding substantial 
risk when overweighted 
compared with a standard 
asset allocation, while UK 
government bonds add very 
little. 

In fact the exposure to 
equities has been moved just 
below the neutral position for 
tactical reasons. But Schroders 
continues to recommend a 
total equity exposure in the 


range 55-85 per cent. Its 
"plausible" projections are 
that equities will deliver a real 
return of 5 per cent in the long 
run from these price levels, 
against 3.5 per cent for UK 
government bonds. 

It remains cautious on US 
equities, because of the 
extreme valuation basis. Or is 
Schroders, like other 
London-based managers, 
continuing to get Wall Street 
wrong? 

The fall in the equity risk 
premium and the 
unprecedented earnings 
growth could not have been 
foreseen, it says. Anyway, the 
under-weighting of Wall Street 
should be seen in the context 
of a very high overall equity 
weighting trauch higher than 
for US pension fundsi and the 
aggressive exposure to 
now-booming continental 
Europe. 

But its analysis of the 
implications of European 
economic and monetary union 
notes that long-term equity 
returns in Germany have only 
slightly exceeded those on 


bonds. If the UK adopts the 
euro the argument for a higher 
bond weighting would be 
strong. Moreover, within a 
total pan-European equity 
weighting of some 64 per cent 
there would be pressure to 
rebalance away from UK 
stocks. 

The document is the product 
uf an internal strategy unit 
which is some 2'= years old. 
Although market timing is 
generally out of fashion, 
Schroders aims to create 
one-third of added value from 
asset allocation against 
two-thirds from stock 
selection. 

The main objective of the 
unit is to facilitate 
risk-controlled tactical bets for 
managers running balanced 
mandates, but it also sets 
strategic benchmarks and is 
willing to talk to pension fund 
clients about their 
requirements. 

Schroders denies that its 
balanced funds are getting too 
big. arguing that economies of 
scale in research offset any 
implementation problems. 






Congratulations to Coca-Cola Beverages pic, -one of the world’s leading Coca-Cola bottlers, who have chosen the London Stock Exchange for their European listing. To find out 
what opportunities a listing on the London Stock Exchange can provide, cal! our information service on 0171 797 1372 quoting FT/0798B. 

London STOCK EXCHANGE 

, iondorstockex.co.uk London Stock Exchange, Old Broad Street. London EC2N 1HP Fax: 0171 410 6861 
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" BELGIUM DISSENTING CERA INVESTORS CLAIM THEY WERE DENIED RIGHT TO VOTE ON DEA L CREATING COUNTRY'S BIGGEST FINANCIAL GROUP 

K rediet bank merger faces fresh challenge 


] 

T 

tf 


N. 

g* 

w 

dc 

m 

ca 

d 

& 

Id 

ct 

re 

dc 

hi 

ai 

“t 

pi 

tn 

re 

at 

al 

a 

Si 

tr 

L 

di 

tt 
E 
Si 
* 
tl 
1 1 
b 
01 
« 

G 

ti 

& 

ri- 

le 

n 

a! 

P 

D 


NEWS DIGEST 


CHEMICALS 


L By Nefl Bucktey in Brussels 


Dissenting shareholders plan 
a legal attempt to annul the 
merger that created KBC. 
Belgium's biggest financial 
group, and are examining a 
possible c riminal complaint 
against directors of Cera 
Bank, one of the merger 
partners. 

The move comes in spite 
of last week's decision by the 
Brussels appeals court to 
overturn an injunction won 
by the shareholders which 
suspended the merger. 

Lawyers representing 120 
shareholders of Cera, a 
co-operative bank. Insist 


they were denied their right 
to vote on last month's 
merger with'Kredietbank. 
Belgium's second-biggest 
bank, and ABB, an insur- 
ance company. The tie-up 
created Belgium's largest 
company by market capital- 
isation. 

They add that Cera share- 
holders were left with a 

stake in the new group val- 
ued at far less than its true 
worth. 

The merger partners insist 
prppor legal procedures were 
followed In the link-up, and 
that shareholders and 
co-operative members were 
fairly treated and given a 


full opportunity to vote. 

But Mischael Modrikamen, 
of the Brussels legal firm 
Modrikamen, said his group 
planned a legal case demand- 
ing annulment of the 
merger, and a civil salt 
against Cera directors for 
alleged failure to respect 
shareholder rights. 

It was also considering a 
possible criminal complaint 
against Cera directors, on 
the grounds of "abuse of 
company assets”. * 

His case is based on sev- . 
eral claims: that Cera's 
500,000 shareholders voted 
only on an Internal reorgani- 
sation, not the merger itself; 


that they were not property 
informed; and that they were 
put under pressure to sup- 
port management proposals. 

He added that Cera's head- 
office, now called Cera Hold- 
ing. received 7A3m shares in 
Almanij, KBC's parent 
group, with a market value 
of BFr225bn ($6bn), in return 
for contributing its banking 
and in s urance activities to 
the new company. However, 
Cera shareholders received 
only 19,5m new shares with 
a nominal value of BFrl.000 
each, worth a total of 
BFrl9.5bn - tar short of 
their company’s true value. 

Yvan Dossche, a Cera 


Holding director, rejected Mr 
Modrtkamen's etaims yester- 
day. He said Cera sharehold- 
ers voted on the merger at 
regional meetings, and 207 
representatives voted on 
their behalf at a general 
assembly. No undue pres- 
sure was brought, he added. 

Mr Dossche said Cera 
members bad always paid 
BFrl.000 for each of their 
cooperative shares - far less 
than the true value of the 
company - in return for 
guaranteed annual, divi- 
dends. They could not expect 
to receive a foil return, on 
the company's increased 
value. Any criminal com- 


plaint from Mr Modrika- 
men's group would fail 
because it was “absolutely 
not true” 

Mr Modrikamen conceded 
that turning Cera Holding 
into a normal shareholder 
company would not be as 
acceptable solution, since It 
could Almanij -vulnera- 
ble to takeover. 

However, his group would 
drop its claim if Cera 
became a kind of depository 
company, continuing to con- 
trol Almanij voting rights 

but Issuing its shareholders 

with non-voting r quoted, 
shares representing the 
value of its Almanij stake. 


Deutsche to embrace 21 st century 

Bank sees profit opportunities in involvement in technology, writes Andrew Fisher 

Tl 


'he end of the 20th cen- 
tury is proving expen- 
sive for Europe's big 
batiks. Not only do they 
have to dig deep into their 
coffers to prepare for 
Europe's single currency, 
but they also need to ensure 
that their computer systems 
can survive the problems of 
2000 unscathed. 

For Deutsche Bank. Ger- 
many's biggest, the com- 
bined cost of meeting these 
two challenges is about 
DMSOOm ($444m). Same 200m 
lines of software code have 
to be checked. 2.300 pro- 
grams updated and numer- 
ous electronic banking prod- 
ucts made ready for the 
euro. 

The bank began preparing 
for the single currency two 
years ago; work on the mil- 
lennium project began in 
1993. Deutsche claims to be 
the only bank that will offer 
customers the choice 
between using the euro or 
their national currency for 
all products until local coins 
and notes are withdrawn in 
2002. 

While the bill is huge, 
Deutsche Bank says it sees 
profit opportunities in its 
deepening involvement in 
technology. 

Its new transaction ser- 
vices division - handling 
such back-office activities as 
payments, custody, .securi- 


ties settlement and card 
transaction processing - has 
a pre-tax profit target of 
DM650m in 2001, compared 
with an expected DM 150m 
profit this year. Of the tar- 
get, 40 per cent should come 
from business with third 
parties, the rest from within 
the group where market 
rates will be charged. 

The division's cost/income 
ratio is projected to fall from 
90 per cent to 73 per cent 
The group target is 65 per 
cent (against last year’s 
76 per cent) in 2001, when 
total profits shoald reach 
DM9bn. 

Michael Entires, the direc- 
tor who beads the division, 
is confident these goals can 
be achieved. He sees growing 
opportunities in a range of 
technology-based services as 
more banks decide that the 
investments needed to keep 
up in this East-changing and 
highly specialised market 
are too high. 

Deutsche plans to invest 
about DM260m a year on 
infrastructure, software and 
new products in transaction 
banking. “Other banks will 
have to see If they want to 
stay in this market or 
become a customer," says 
Mr Endres. "There will be an 
increasing concentration.” 

The euro, due to be intro- 
duced in January, will add 
extra impetus by making it 


easier for banks to offer 
their services in the 11 par- 
ticipating countries. . “The 
market [in transaction ser- 
vices] will be organised very 
differently as a result 
of the euro." 

Deutsche Bank intends to 
emerge among the leaders, 
though competition - espe- 
cially from US banks - is 
tough. The payments, cus- 
tody, settlement and card 
markets are characterised 
by rapid growth and innova- 
tion. The volume of cross- 
border payments in Europe 
is expected to rise by more 
than 15 per cent a year, with 
securities settlement busi- 
ness growing 10 per cent 
annually. 


A: 


present, Deutsche 
Bank heads the Euro- 
pean market in securi- 
ties settlement In custody, it 
is the largest European bank 
in the market administering 
some $l,300bn of securities. 

It r anks third in cross-bor- 
der global custody business 
behind Chase and Citibank. 
In terms of total assets 
under custody, it is number 
six, with Bank of New York, 
State Street and Bankers 
Trust all heavily involved in 
the US market 
The German bank's trans- 
action banking profits 
mostly come from custody 
business, which has grown 


at an average of 30 per cent 
annually. On the payments 
side, it is behind the savings 
and co-operative banks 
within Germany but ahead 
In cross-border activity. 
With card processing mar- 
kets still very national, it 
ranks ninth in Europe and 
third in Germany. 

Deutsche is adopting a 
more customer-oriented 
approach to attract more 
business, as information 
technology becomes more 
sophisticated and competi- 
tion more intense. Thus 
products can be adapted to 
clients’ needs, information 
obtained through electronic 
payments, for example ■- 
especially in retail point-of- 
sale transactions - can be 
used for clients to improve 
product and marketing strat- 
egies. 

It is also pushing ahead 
with internet banking and 
digital cash. “The internet 
win lead to a huge shift in 
the dimensions of banking 
The traditional links 
between people and their 
banks will diminish.” 

However, the trend 
towards hill electronic bank- 
ing has some way to go. 
About 20 per cent of retail 
customers still do business 
with their bank exclusively 
through personal contact 
while another 20 per cent 
rely on electronic links. The 



Hoechst narrows focus 
with sale of filament unit 

Hoechst the German chemicals and ptrarraaceulicals goop, 
yesteTOay moved ckaerto cflvesting to Trevira polyester tfivi- 
sfon with an agreement to 3«fl its spunbomi/monoraament 
operations to Johns Manvffle, the US insulation and bufcfing 
products manufacturer. 

The acquisition Is subject to final agreements and govern- 
ment approvals. Terms were not cfisctosed, but the business 
employs more then 600 and had 1997 sales of more than 
5250m. Hoechst transforming Itself from a sprawling chemi- 
cals conglomerate into a company focused on fife sciences, 
signed a hater of intent this year to seB other parts of Thawte 
to Koch Industries of the US and Grupo Xtra of Mexico. 

Supporting the Johns Manvifle acquisition is a strategic affi- 
ance for the long-term supply of raw materials from the 
'mpending Sabe/Koch consortium. This affiance would provide 
Johns Manvilte with a broad-based petrochemical suppfler far 
a number of years, as wefl as a partner for product develop- 
ment, the companies said. 

Jerry Henry, chairman and chief executive of Johns Man- 
vffie, said: “We are pleased to make a major investment in a 
strong, growing global business that builds on our current 
capabilities and strengths." 

Johns Manvifle, which is based In Denver, had sales of 
$1.65bn in 1997 and employs about 8,300 in North America. 
Europe and China. Our Financial Staff 

TELECOMMUNICATIONS 


Lucent and ECI sign deal 

Lucent Technologies Microelectronics of the US and ECI Tele- 
com, the Israeli specialist in Integrated network solutions, 
have signed a three-year development and purchasing agree- 
ment. The move strengthens Lucent's presence in Israel and . 
increases ECl’s exposure to global markets. 

The $10m agreement covers the supply of optical compo- 
nents to ECI and the development of transmitter modules for 
the fast-growing wavelength division muftipla>ang systems 
market 

Lucent said last week it was paying SI 17m for Larmet, an 
Israeli data networking supplier, and ECI clinched a DM25m 
($1 3.9m) contract to provide a cross-border telecommunica- 
tions Fink between Deutsche Telekom of Germany and ECL 
ECI also signed an agreement with the Berlin-based 
DeTeWe telecoms company for the development, manufac- 
ture and sale of equipment to the German market Last year. 
Ed had net income of $132. 4m on revenues of $877.7m, with 
exports accounting for 95 per cent of revenues. 

Judy Dempsey, Jerusalem 


BANKING 


remainder do both. 

While it is hard to predict 
how rapidly customers’ 
behaviour will change, tech- 
nology will clearly Influence 


the way they choose to gate 
access to hanks. ' “If. banks 
don’t keep up with IT, -they 
wxQ find it hard to compete." 


Mr Endres stfys.- 





Eutelsat sent 
out of orbit 




Commerzbank delists in Spain 

Shares of Commerzbank wBl delist from the Madrid and Bar- 
celona stock exchanges on Friday, Banco Central Hispa- 
noamertcano, the Spanish banking group, said yesterday. . 

The German bank said in November it wanted to reduce its 
foreign share listings from 12 because of low trading volumes, 
leaving only London, Tokyo and Zurich. BCH, which has a 
cross-shareholding with Commerzbank, acts as the bank's 
representative in Spain. AP-DJ, Madrid 


CEMENT 




By Cathy Newman 


Peace is about to break out 
in a “star war” between two 
satellite companies - over . 
space orbits used to trsb&mit 
television channels. 

Thebattle, between JSqtel- ' set oil 


tal channels, 

betae" L '- a — J 


sat and Sodfrtg Europtehne 
des Satellites, enipted when 
both began trial broadcasts 
from .adjacent orbits in 
space, , using the . same band 
of frerjoencies.’ ■■ .. *. 

However, the International 
Telecommunication Union, 
the body . responsible for 
allocating satellite frequen- " sense has prevailed. 


which; are 
b£SB£f£rom 
:posi- 
i sairf earlier in 
that the twflj opera- 
have to aghee to 
usB.an ^alternative' 
ides:’ " 
ciitive . it SES. 
month 'floated on 
the Luxembourg: Stock 
Exchange,’ said yesterday: 
"We've always stated;, that 
the Eutelsat ffflng {fafri sat- 
ellite at 29 degreed' east] 
expired, on May. 23 1997. 
We're grateful . that common 


des, has decided. Eutelsat no 
longer has a right to the 29 
degrees east orbital position. 

In a- Tetter seen by the 
Financial Times, the ITU 
indicates Eutelsaf s right .to 
broadcast at ’ that position 
has expired because- the sat- 
ellite £was not brought. into 
use Within the eight-year 

perio£[specffiedr- ' 

The -decision leaves .the: 
way clear for the. launch of a 
200-channel service- by Brit- 
ish Sky- Broadcasting, the 
UK pay-TV company. 

There had been concerns 
that . Eutelsat 's use of the 
orbit would have, caused 
interference to BSkyB’s digi- . 


Eutelsat was unava&ab'le 
for comment because of jt 
public holiday in. France. Its 
dec&Lon to begin trial broad- 
casts at 29 degrees east' had 
been interpreted by 'some 
analysts as a' deliberate, 
attempt , 1 to. scupper SES 
plans. The two ,bave beeii 
engaged in protracted dis- 
putes about the laohhh'.aiyl 
location of their satellites.': 

The mPs letter; .signed by 
Valeri' Timofeev, chairman 
of its Radio Regulations 
Board, has been sent to .the. 
Age nee Nationale des Fre- 
quences, the French body 
responsible fra: .the frequen- 
cies allocated to Eutelsat 


Three left in bid for Gresik 

Three European cement companies have gone through to the 
second round of bidding for part of the Indonesian govern- 
ment's 65 per cent stake In Semen Grestk, a cement com- 
pany. The companies are Hekfolberger Zement of Germany, 
HokJerbank Rnanciere Glarus of Switzerland, and France's 
Lafarge Asia Pacific. They will try to outbid an offer last month 
by Mexico's Cemex group. 

Cemex won the status of ‘preferred bidder” when It offered 
$287 m, or $1.38 a share, for a 35 per cent stake. It has the 
option to match any bid put forward in the second stage. 
When the Cemex offer was announced, It represented a 127 
per cent premium to Semen Gross's share price of Rp9,150. 
Yesterday. Its shares rose Rp350 to Rpl 1,500. 

AP-OJ, Jakarta 


ENERGY 


ENI backs share options 

ENI's board of directors yesterday approved plans to issue up 
to 1m ordinary shares as part of an employee stock option 
plan. The new shares will be offered free to the Italian energy 
holding company's senior managers who have achieved their 
set objectives. AFX News, MHan 


LUXEMBOURG 


CCB divests subsidiary 

Dexia, the Belgian-French banking group, said yesterday its 
CTOdit Communal tie Belgique had agreed to sell Cregem 
International Bank of Luxembourg for BFrS.25bn ($l41m) to 
Banque International & Luxembourg. BIL, also part of the 
Dexia group, would pay for Cregem, which last year posted a 
20 per cent rise in net profit to BFr251m. in shares from a 
capital increase. Dexia said. Reuters, Brussels 



on core areas 


Viag.. -the German utilities 
group, said :• yesterday, it 
would continue to focus an 
optimising - the contribution 
t^its various units, -but with- 
out any. important restruct- 
uring, Reuters reports -from . 
Munich: 

. Wfihehn Simson. the man- 
agement board chairjnan 
who took office on July' i 
after ;a management 
shakerup; told the. group's 
shareholder meeting that, 
while there were no plans to 
dismantle viag, further 
divestments were possible, v. 

“In Qie next few years, we.- 
wHl continue to wotfconfur- 
ther stflftpiHning antf focuss- 
ing UfoVgroup’s portfollb. ■ 
.Thus.-intira- future as weB,- 
our- slogs® will be: ’Concen- ' 
tratian on core activities in. 
which we have strong exper-; 
Use-,’ ” Mr Simson said.' 
■-Viag’s range of businesses 
include electricity, special!- ; 
ties, packaging, logistics and 
telecommunications. . - y. . 

• Mr Simson told sharehold- 



WHiaJm Simson: ‘fiAtfiar streamffitSng and focusing* 


Reuters 


era that operating, profit 
would rise, about 5 par emit. 
thi$ year - less than ana- 
lysts expected' - and prom- 
ised Utile' change In strategy.; 

.'Ijw shares feE mare .than 


recovered later to DM1,345, 
down about Id per cent. 

Viag shares have risen 
about 40 per cent since June 
1, on expectations that the 
dismissal of George Ober- 


2J> per cent on the full-year - meier, chief executive, would 
outlook, although they bring more aggressive man- 


agement, more cost-cutting 
and possibly the sale of 
weaker businesses. 

The company sold its Com- 
puter 2000 personal com- 
puter unit to Tech Data Carp 
of the US earlier this year. 
Mr Simson said the sale 
would bring a book profit of 
more than DM500m ($277m). 

He said Goldschmidt, the 
chemicals unit, would 
remain independent within 
the group structure. Impor- 
tant steps had already been 
taken to improve co-opera- 
tion between Goldschmidt 
and Viag’s other chemicals 
unit, SKW Trostberg. 

Mr Simson said Viag had 
no plans to divest its 10 per 
cent stake in Bayerische 

Vereinsh ank 

Chris Rowland, analy st at 
Merrill Lynch in London, 
said: It’s a bit disappoint- 
ing. The new chap comes in 
and you’re expecting some 
change." 


Lax, Page 16 
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IW^n iEl I T UNLISTED S H ARES TARGETED 

Groups link 
to form Asian 
equity fund 


By Sww Bobtaoo in Tokyo 

GE Capital, the financial 
services ana of General Elec- 
tric of the US. and Mitsui, 
one of Japan's biggest trad- 
ing houses, have formed an 
equity fund with Deutsche 
Bank and other partners to 
buy stakes in Asian compa- 
nies, most of them privately 
owned, Mitsui said yester- 
day. 

The move reflects growing 
interest amn^g international 
groups in investment oppor- 
tunities created by the Asian 
fin a n c i al crisis, which has 
raised the corporate debt 
burden and lowered the 
value of commercial assets. 
Many companies — particu- 
larly family -owned gr ou ps - 
badly need capital to restruc- 
ture, but have encountered 
difficulty raising funds from 
the region’s troubled hankw 

The fund, called GEMS 
Oriental and General, would 
invest in companies with 
long-term growth prospects 
and support their growth or 
restructuring strategies. 

Unlike many new “vul- 
ture” funds established to 
focus on south-east Asian 
companies after last year's 
financial upheaval, the new 
fund will also focus on 
Japan, where the economic 
downturn has generated 
investment opportunities. 


mostly in unquoted compa- 
nies seeking capital. 

The fund is capitalised at 
3150m but is gypocfcd to rise 
to $500m, according to Simon 
Murray, a former regional 
executive with Deutsche 
Bank, who will oversee the 
fund. Mr Murray's invest- 
ment management company 
is co-owned- with partners 
including Deutsche Panfr, 
Mitsui, GE Capital and 
Hutchison of Hong H nw g 

For GE Capital, which 
provided the majority of the 
fund's initial capital, the 
move is the latest in a series 
of strategic investments in 
Asia - particularly in Japan, 
where it became the first 
western company to set up 
an alliance with a Japanese 
life assurer, Toho Mutual 

GE Capital has at«n awpinul 
two small Japanese con- 
sumer finance companies 
and has begun developing Its 
credit-card business in 


Through the insurance 
joint venture with Toho, GE 
Capital acquired a 
ready-made sales force cov- 
ering most of Japan. The 
company has signalled its 
intention to expand 
operations, and financial 
analysts said the Asian 
equity fund could lead to far- 
ther moves into local fund 
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Progress urged 
in Napocor sale 


By Justta Marazzi 
In Manila 

National Power Corporation, 
the Philippines’ largest state- 
owned utility, is facing 
imminent bankruptcy unless 
the new government acts on 
its long-delayed privatisa- 
tion, according to a senior 
nfflplBl- 

The warning from Fern- 
ando Rosas, head of priva- 
tisation and restructuring at 
Napocor, rfmw: ahead of the 
opening of Congress on July 
27, and should increase pres- 
sure an lawmakers to pass 
legislation restructuring the 
power industry. 

“If you leave Napocor as It 
is and expect it to provide 
generation and transmission 
services under present condi- 
tions, you're talking bank- 
ruptcy within two to three 
years;" Mr Rosas warned. 

Evan if privatisation were 
approved today, the sale 
would take at least 12 to 18 
months to execute, not 
Including the rim* required 
to get independent subsid- 
iaries running, he added. 

Napocor, with assets of 
650bn pesos (3155bn), is in 
Its worst financial position 
for years. Higher interest 
rates and the weaker peso 
helped profits fall « per cent 
to &05bn pesos last year. 


In a report earlier this 
year, the World Bank 
pressed the government to 
privatise the utility, which it 
said was in a precarious 

financial position. 

The Asian crisis has 
increased the costs of 
servicing Napocor's $5bn 
debt and left the new 
administration of President 
Joseph Estrada unable to 
continue high levels of state 
subsidies. 

Mr Roxas said the blue- 
print for Napocor's restruct- 
uring - drawn up by 
N JL Rothschild and Merrill 
Lynch and which envisages 
a single transmission com- 
pany and seven generation 
companies - had expired last 
February. 

Delays, caused by congres- 
sional debates on deregu- 
lation of the oil sector, had 
also forced the Manila-based 
Aslan Development Bank to 
postpone the disbursement 
of a 3500m structural loan to 
Napocor. 

“Of course, the delay is 
frustrating; but there is 
resistance to any landmark 
bill, especially one that 
seeks to dismantle monopo- 
lies,” Mr Roxas sakL “You’D 
have lots of enanles. ft's up 
to the political will of the 
new government to get it 
through." 


NEWS DIGEST 


JAPAN 



DKB may sell up to 
Y300bn of bad loans 

DaMchi Kangyo Bank, the Japanese 
considering sellng bad loans totalling Y200bn-Y300bn 
f$1 42bn-$2 13bri) to US and European financial institutions 
by the end of August DKB said Its bans, Inducflhg toans to 
failed borrowers and loans in arrears, would be sold at 
auction. The bank said It was in negotiations with a number of 
financial Institutions regarding the BXp0C " 

ted to sea the loans to three banks. AFX-Asia, Tokyo 

CONSUME R ELECTRONICS 

Matsushita revamps production 

KadeivMta Electric Industrial said it had halted production of 
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Taiwan centre for Ford 
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COMPANIES & FINANCE: ASIA-PACIFIC 


Warner joins Japan groups in venture 


By RSctiyo Nakamoto to Tokyo 

Warner Brothers, the US 
entertainment group, NTV, a 
leading Japanese TV broad- 
caster, and Toshiba, the elec- 
tronics company, are form- 
ing a joint venture to 
produce and distribute soft- 
ware for global markets. 

Toward wfll be established 
at the end of the month in 
Tokyo with Warner Brothers 
and NTV each taking S3.8 
per cent and Toshiba and 
Time Warner Entertainment 
Japan, taking 238 per cent 
and 10 per cent respectively. 

The deal represents grow- 
ing interest among Japanese 
companies in the electronics 
and broadcasting industries 
to expand into software pro- 
duction. The new company 
plans to produce films ami 
TV- programmes for the Jap-, 
anese and global markets. 

Strong growth is expected 
In the Japanese broadcasting 
market, with the spread of 
multi-channel digital broad- 
casting. Two multi-channel 
satellite broadcasting compa- 
nies are already offering a 
wide range of programmes 
in Japan. Further demand 
for programmes Is expected 
with the launch of digital 
terrestrial TV in the next 
few years. 

The Japanese Ministry of 
Posts and Telecommunica- 
tions aims to switch terres- 



Wamar's Richard Fox (centre} wttfi Tafeo Ntahbnura of Toshiba (laftf and SeScftfro Ujfiye of Nippon TV Network COrp hi Tokyo yesterday ap 


trial broadcasting over to 
digital broadcasts from 2000, 
or five years earlier than ini- 
tially plann ed The ministry 
forecasts that the market 
will grow in value to 
Y35,400bn (S251bn) by 201ft 
However, there is a lack of 
software for TV and multi- 
media programming in 
Japan where the big broad- 
casters, Including NTV, 
have held tight control over 


the production Industry. 

The broadcaster has been 
one of the most actively 
involved in the digital broad- 
casting business. Last sum- 
mer, it established BS Nip- 
pon to broadcast digital 
satellite programmes from 
2001. 

Toshiba is keen to gv pand 
in the broadfasting business 
as part of its multimedia 
strategy. The company has 


had strong links with Time 
Warner and is a shareholder 
in BS Nippon. 

Toshiba’s involvement 
highlights the growing par- 
ticipation of electronics man- 
ufacturers in the software 
business. Sony, which has 
several stakes in broadcast- 
ing companies and is a lead- 
ing investor in SkyPerfecTV, 
one of Japan's newly formed 
digital satellite broadcasting 


services, together with 
Rupert Murdoch's News Cor- 
poration, yesterday said it 
had set up a new company to 
oversee its various broad- 
casting investments. 

As electronics move to dig- 
ital formats, it is Increas- 
ingly difficult for hardware 
manufacturers to differenti- 
ate their products, said 
Masashi Kubota, industry 
analyst at 1NG Barings. 


Higher 
prices 
lift Posco 


Pohang Iron & Steel South 
Korea's largest steelmaker, 
said net profits for the six 
mouths to June rose from 
Won543.2bn to WonfiSObn 
($518m) a year earlier, owing 
to continued higher steel 
prices combined with for- 
eign-exchange gains, AFX- 
Asia reports from 
Seoul. 

Posco said operating profit 
in the first half increased 
from WonSSS.Sbn to 
Woni.osobn, while recurring 
profit climbed from 
WonM6.9bn to \Von910bu. 
Safes rose 20 per cent, from 
Won-i^oobn to WonS^OObn. 

“Despite a country- wide 
business slump, the rise in 
profits was the result of two 
factors - the continued posi- 
tive impact of the steel price 
increase of last year and 
extraordinary profits such as 
foreign exchange gams." the 
company said. 

Posco earned about 
Won200bn iu foreign-ex- 
change gains in the first 
half, while the price increase 
in steel products contributed 
about WonSUObn to profits. 

The second-half perfor- 
mance could be weaker 
because of the protracted 
economic downturn, the 
group said. 
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COMPANIES & FINANCE: THE AMERICAS 


INVESTMENT BANKS TWO FIRMS PRODUCE RECORD EARNINGS, WHILE JP MORGAN TOPS ANALYSTS' ESTIMATES 


Merrill, DL J aided by favourable markets 
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By Tracy Corrigan in New York 

Three more Wall Street 
firms yesterday reported 
Strong second-quarter earn- 
ings, as favourable market 
conditions in the US and 
Europe helped produce 
record earnings at Merrill 
Lynch and Donaldson Luf- 
kin. & Jenrette. 

DLJ and J. P. Morgan beat 
analysts’ estimates, confirm- 
ing a trend in the sector. 
-Earnings for securities bro- 
kers have been on a roll 


since their great 1996 year," 
said Charles Hill, director of 
research at First Call, which 
tracks earnings estimates. 
“Possibly because of a per- 
ceived 'can you top this 1 
problem. . . there has been a 
pattern since 1996 of not 
only beating the numbers 
but of doing so despite esti- 
mates for many going up 
shortly before each quarterly 
reporting season." 

However, some share price 
weakness in the sector yes- 
terday morning suggested 


investors may again be won- 
dering how much better 
things can get, analysts said. 

Merrill Lynch’s earnings 
per share fell 1 cent short of 
estimates, at $L33, up from 
$1.25 a year ago and $1.30 the 
previous quarter. 

Hie preopening costs for 
Merrill Lynch Japan Securi- 
ties, the group’s new private 
client business in Japan 
taken over from Yam ai chi 
this year, knocked 19 cents 
off earnings per share. 

Michael Flanagan of inde- 


pendent research firm Finan- 
cial Service Analytics said 
Merrill’s earnings showed 
success in finding a “balance 
between long-term invest- 
ment and short-term perfor- 
mance”. 

Merrill reported second- 
quarter earnings of $545m, 
up 13 per cent, and return on 
equity of 24 per cent DU 
produced second-quarter 
earnings of $142#n. up 47 
per cent, and return on 
equity of 26.1 per cent 

J.P. Morgan’s earnings of 


$1.96 a share, above esti- 
mates of $L90 and iq) from 
$1.35 a year ago, provided 
evidence that the restructur- 
ing annramrori this year may 

be working, analysts said. 

The firm, which has been 
Investing heavily to build its 
investment hanking busi- 
ness, reported net income of 
$4Q2m, op 7 per rent, exclud- 
ing the gain from the sale of 
the firm's trust and agency 
services business. 

"The strength of revenues 

from investment banking 


was sufficient to offset weak- 
ness In the proprietary trad- 
ing business and weakness 
in Asia," said Bradley Ball, 

analyst at Credit Suisse First 

Boston. 

J.P. Morgan managed. to 
cut its credit exposure to 
Asia to $3.4bn, down 44 per 
cent from year end 2997. Mr 
Ball said the result was "a 
step in the -right direction", 
but the firm’s improved 
return on equity of 17.8 per 
cent was still well below the 
securities industry average. 


No fat in the chip industry 


When It emerges from 
the current slump, the 
industry is /ikefy to be 
markedly different, 
writes Louise Kehoe 

T he world semiconductor 
industry is in what sev- 
eral industry executives 
have called the worst slump 
in its history. With sales sag- 
ging in all leading markets 
and most product categories, 
projections for growth are 
being slashed. 

t net pari of achieving fore- 
cast worldwide sales of 
about $200bn by 2000, the 
Chip industry may be hard 
pressed to get back to its 
1997 sales rate of about 
$135bn by the end of the 
decade. Analysts are now 
predicting a decline in 1998 
sales of 2-10 per cent 
In particular, it is feeling 
the effects of economic woes 
and currency devaluations 
in south-east Asia as con- 
sumers in the region reduce 
their spending an products 
such as personal computers 
and cellular telephones. 

Sales of personal comput- 
ers are also fatting short of 
expectations in the US, 
where analysts are begin- 
ning to acknowledge that 
the market may have pla- 


teaued. at least temporarily. 

PC companies, adjusting 
to slower market growth and 
instituting “build-to-order” 
schemes to cut costs, have 
found themselves with an 
oversupply of parts, putting 
a further dampener on chip 
demand. 

The emergence of the 
“sub-$l.000 PC” has also 
taken a bite out of semicon- 
ductor industry profits. 
These home PCs. now avail- 
able from most leading man- 
ufacturers. use fewer and 
less expensive chips, provid- 
ing narrower profit margins 
for component suppliers. 

The cap it alL memory 
chip prices, which bad 
already tumbled over the 
past two years, are continu- 
ing to nosedive as Asian pro- 
ducers flood world markets 
with low-priced products. 

In May, the latest month 
for which data are available, 
worldwide chip sales stood 
at $9.99bn, down 12.7 per 
cent from a year earlier, 
according to the Semicon- 
ductor Industry Association, 
a US industry trade group. 

The biggest change was in 
Japan, where year-to-year 
sales fell 19-3 per cent Sales 
in the Americas fell 173 per 
cent, while Asia-Pacific was 
off 73 per emit and Europe 
was down 23 per cent 


When the semiconductor 
industry finally emerges 
from this slump - perhaps 
toward the end of this year 
or in the first half of 1999, 
analysts predict - it is likely 
to have changed markedly. 

In particular. Japanese 
and other Asian producers 
who have been forced to 
scale back investments in 
new plants and equipment 
Dace the prospect of losing 
world market share. In an 
industry where having the 
latest production technology 
is critical to competitive- 
ness, they risk losing out 
when demand increases. 

In the US. the downturn is 
also forcing changes. Texas 
Instruments, once one of the 
largest chipmakers with a 
broad range of products, has 
withdrawn from the memory 
chip market is focusing 
its efforts on the more prom- 
ising markpt for “digital sig- 
nal processors” for ose in 

mrnmiiniratinmi and multi- 
media products. 

Motorola, another big US 
chipmaker, is consolidating 

its Tnannfartim'ng operations 
and trimming its product 
lines. It too has quit the 
memory chip business. 

Even Intel, the world’s 
largest chipmaker, been 
forced to adjust. Rather than 
developing a single line of 



Motorola 
extends 
push into 
handhelds 


By Loabe Kabos in San 
Francisco and Pari Taylor 
at London 


Memory chfe prices are continuing to nosetfive 


AP 


microprocessors for use in 
all types of computers, It is 
now segmenting its product 
development efforts to 
address the increasingly 
diverse needs of different 
market segments. 

Bigger changes are on the 
horizon, industry analysts 
predict They see communi- 
cations products - new gen- 
erations of wireless comput- 
ing devices, telephones that 
incorporate access to the 
internet and home appli- 
ances linked to networks - 
emerging as a new driver of 
demand for semiconductor 
chips in the next decade. 


“We are at what Andy 
Grove [Intel chairman] 
would an inflection 
point,” says M In Pang, of 
Cowen & Company. The 
direction of the semiconduc- 
tor industry will be reset by 
the emergence of this new 
class of products, he pre- 
dicts. 

For now. chipmakers are 
happy to hear of any new 
prospects for growth. Yet 
they En< y thu dual challenges 
of keeping pace with rapid 
technology change, while 
also struggling through one 
of the deepest downturns to 
ever hit the industry. 


Results from US banks 
reflect fee income growth 


By John Authors in New York 


The growing move in US 
hanking towards businesses 
that generate fees, rather 
than earnings from interest 
on loans, was highlighted 
yesterday by second-quarter 
results from Charlotte-based 
First Union and Minnea- 
polis-based Narwest 

Both are among the 10 
largest US commercial banks 
and both have been heavily 
involved in the recent wave 
of mergers and acquisitions. 

However, while Norwest, 
which owns the largest 
mortgage banking business 
in the US, lifted both inter- 
est and non-interest income. 
First Union saw income from 
lending decline slightly. 

First Union's results were 


affected by its $17.1bn acqui- 
sition of Philadelphia-based 
CoreStates Financial, com- 
pleted during the quarter. It 
took an after-tax charge of 
$63 4m for merger and 
restructuring costs, almost 
all related to CoreStates. 
Excluding this, operating 
earnings rase 23 per cent to 
$S83m. Operating earnings 
per share increased from 74 
cents to 92 cents. 

The sharpest increases 
ramp from investment bank- 
ing and capital markets, 
helped by the acquisition of 
the Wheat First Butcher 
Singer brokerage last year. 

Non-interest Income 
increased 49 per cent to 
$L5bn, while interest income 
fell 8 per cent to $1.876bn. 
This followed a slight reduc- 


tion in average net loans, 
from $135bn to $133bn. 

Norwest. whose $31.1bn 
stock-swap acquisition of 
Wells Fargo has not yet been 
completed, announced a 15.3 
per cent rise in net income 
to $382. lm. Earnings per 
common share increased 16.3 
per cent to 50 emits. 

Mortgage hanking saw the 
greatest increase, with a 52A 
per cent rise in profits to 
$54m- Total interest income 
rose 8 per cent while non- 
interest income was up 25.6 
per cent, thanks mostly to 
growing mortgage banking 
fees, and trust and invest- 
ment fees and commissions. 

Total loans outstanding 
grew, with average earning 
assets np 11.6 per cent, 
although margins slipped. 


ITT Industries 
sell-off hits snag 


By WHana lewis bi New York 
aad IHdd Taft o Chicago 

Confusion yesterday sur- 
rounded ITT Industries' sale 
of its automotive brakes 
division. 

Late on Monday people 
close to both Tenneco, the 
US vehicle components and 
packaging company, and ITT 
said that completion of a 
deal was about to be 
announced. 

They said that Tenneco 
was poised to pay about $2 bn 
in cash for the ITT division, 
which has annual sales of 
about $22bn- 

However, according to one 
person close to Tenneco. on 
Monday its executives unex- 
pectedly decided to pull out 
of the deaL 


Tenneco said yesterday 
that “there was or is no 
deal". 

It declined to comment on 
whether its board had inter- 
vened to block completion of 
a deaL 

The group was one of 
three shortlisted by ITT. The 
others were Visteon Automo- 
tive Systems, owned ■ by 
Ford, and Continental, the 
German tyremaker. 

ITT and its investment 
bankers are now expected to 
attempt to complete a deal 
with either Visteon or Conti- 
nental 

One source close to ITT 
suggested that as a result of 
the “cock up” over the failed 
deal with Tenneco. it may 
now be several weeks before 
a deal could be announced. 


Motorola, the US electronics 
group, has signalled its 
determination to extend its 
push into the handheld digi- 
tal wireless communicator 
market by acquiring Starfish 
Software. The cash and 
shares deal is believed to be 
worth several hundred mil- 
lion dollars. 

It comes three weds after 
Motorola joined Psion of the 
UK, Finland's Nokia and 
Ericsson of Sweden in a new 
joint venture company called 
Symbian, which plans, to 
develop handheld products 
combining the features of 
mobile telephones and 
pocket pgrsfmai computers. 

California-based Starfish - 
set up in 1994 by Philippe 
Kahn , one of the software 
industry’s most colourful 
entrepreneurs - will be an 
independent but wholly- 
owned subsidiary of Moto- 
rola, which invested an 
undisclosed ammint in Star- 
fish last October. 

Mr Kahn, best known for 
founding Borland Interna- 
tional, now renamed 
Imprise, will continue to run 
Starfish and win be part of 
Motorola’s senior manage- 
ment tram. 

Bob Growney, Motorola’s 
president and chief operat- 
ing officer, said the deal 
reflected “the new Motorola" 
and would help advance its 
leadership in communica- 
tions and digital wireless 
worldwide. 

By using Starfish's exper- 
tise in connectivity and syn- 
chronisation technology. 
Motorola plans to create a 
new generation of wireless 
devices that exchange infor- 
mation with each other and 
with a wide array of infor- 
mation sources, including 
PCs, the internet and wire- 
less service providers. 

“The complementary 
visions of our two companies 
- to create an environment 
in which consumers can lit- 
erally take their world with 
t hem — make this union not 
only logical but extremely 
powerfoL” said Mr Growney. 
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Accounting irregularities 
unveiled three months ago 
by Cendant, the consumer 
services group produced by 
last year’s $llbn merger of 
HFS and CUC International 
were a “fraud of historic pro- 
portions” , according to 
Henry Silverman, chief exec- 
utive. 

The accounting problems 
all relate to former CUC 
businesses, which mostly 
offered discount clubs and 
other services often offered 
with credit cards or by 
retailers. 

Mr Silverman said yester- 
day that between 35 and 40 
per cent of cue's reported 
earnings for last year were 
fraudulent A further 13 to 20 
per cent were the result of 
bad accounting, meaning 
that “50 or R? per cent of last 
year’s net income was either 
fictitious or just bad 
accounting”. 

This means that the total 
impact of the irregularities 
on last year's results is more 
than double what had origi- 
nally been estimated when 
Cendant announced it had 
found ‘‘potential irregulari- 
ties". 

At first, the problems had 
been believed to be 
restricted to CUCTs member- 
ship division. They are now 
known to have permeated all 
the company's businesses. 

The problems also spread 
beyond practices which had 
already been suspected, such 
as failing to account for can- 
cellations promptly, to the 


invention of completely ficti- 
tious clients. 

Michael Monaco, Cendant 
chief financial officer, said: 
“We have now received evi- 
dence that for at least the 
last three years the financial 
results of the former CUC 
reflected a continuing pro- 
gramme of felse entries 
which misrepresented the 
financial performance and 
condition of the company.” 

Irregularities 
are expected to 
knock 16 to 19 
cents off last 
year’s reported 
earnings 


He detailed several fraudu- 
lent accounting practices: 

• Quarterly recording of 
“fictitious" revenues. 

The forensic audit carried 
out since April has shown 
that “large amounts of 
accounts' receivable entries 
made in the first three quar- 
ters of 1997 were fabricated”, 
and "had no associated cli- 
ents or customers and no 
associated sale of services". 

This practice had also 
taken place in the previous 
two years, for which the 
results will also need to be 
restated. 

• Delayed recognition of 


cancellation of memberships 
and “charge-backs” where a 
bank rejects a charge to a 
customer’s credit card 
account 

This caused CUC’s cash 
and working capital 
accounts to be overstated, 
according to Mr Monaco. 

• False coding of services 
sold to customers. 

Revenues from customers 
buying long-term benefits 
were deliberately classified 
as revenue from shorter- 
term products. This falsely 
generated higher levels of 
immediately recognised rev- 
enues and profits for CUC. 

• Irregular charges a gafntf- 
merger reserves. 

CUC carried out many 
mergers, and restructuring 
charge liabilities were often 
used artificially to boost rev- 
alues. 

These irregularities are 
expected to knock between 
16 and 19 emits off the $1 
earnings per share which 
Cendant had originally 
reported for last year. 

A further 6 to 9 cents will 
be knocked off last year's 
earnings per share because 
of accounting errors which 
have not been shown to be 
due to deliberate fraud. 

These included delaying 
recognition of insurance 
claims 

As a result of these discov- 
eries, Cendant has increased 
the cancellation rate which 
it expects for this year, with 
the result that it recom- 
mended cutting its forecast 
earnings per share for this 
year by 5 to 6 cents. 


Quattrone pins 
defection fault 
on Deutsche 


f* 


$ 



By IfiWam Lewis k few Yorf^ 

Frank Quattrone. the 
technology industry invest- 
ment banking guru, yester- 
day said changes in strategy 
at Deutsche Bank bad led to 
his decision to defect to 
Credit Suisse First Boston, 
t he rival Investment bank. 

Speaking publicly for the 
first time since the 
announcement earlier this 
Tnmrfh that - together with 
colleagues from Deutsche’s 
Silicon Valley-based technol- 
ogy - he would be leav- 
ing- to join CSFB, Mr Quat- 
trone cited “dramatic 
changes in strategy" at 
Deutsche. 

“The strategy of Deutsche 
had changed from the time 
we came on board " be said 
in an Interview with the 
Financial Times yesterday. 
“It just seemed like they 
were moving away from the 
platform we needed to be 
able to fully service our 
clients." 

His comments came as 
CSFB and Deutsche 
announced they had readied 
agreement on an orderly 
transfer of the German 
bank’s technology team. 

Deutsche said: “We are 
pleased to have reached an 
amicable agreement with 
CSFB,” but it declined to 
mnrmpnt on the terms. 

Deutsche recruited Mr 
Quattrone and several col- 


leagues is 1 996 from Morgan 
Stanley Dean Witter as part 
of its attempt to build a US 
investment bank. 

In March, after Deutsche 
reorganised its investment 
and corporate banking activ- 
ities, Mr Quattrone wrote to 
clients: “We are here to stay. 
Please trust us." 

However, Mr Quattrone 
said yesterday that strategic 
changes by Deutsche after 
the letter was sent out 
“made us really start to give 
some thought to whether we 
were in tbe-right place”. He 
added: “At the time we 
wrote the letter we abso- 
lutely had no intention of 
leaving.” 

He said his technology 
team had been “wildly 
profitable” for Deutsche, but 
conceded the bank's 
executives bad “found it 
difficult to handle” how 
mm-h money they were paid 
“even though they were 
getting haff". 

He said Deutsche had 
made efforts to renegotiate 
the terms of the pay 
structure but had backed off. 

Mr Quattrone declined to 
specify the terms of the pay 
package reached with CSFB 
but said it was “fully 
committed to making the 
necessary investment in the 
business”. 

Mr Quattrone is thought 
to have received more than 
S25m last year. 
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CO NSUM ER PRODUCTS 

Pharmaceuticals sales 
help Johnson & Johnson 

Strong second-quarter pharmaceuticals sales growth at 
Johnson & Johnson, the US healthcare and consumer prod- 
ucts group, com p ensated for a weaker performance in its pro- 
fesa'onaf and consumer businesses. Earnings rose 10.6 per 
cent to $1 bn, despite the strong dollar and weak Asian mar- 
kets. j&j also managed to squeeze more than 10 per cent 
earnings growth out of a 1.5 per cent rise in sales to S5.8bn. 
Earnings per share were 74 cents, up 10.4 per cent and in 
line with analysts' estimates. Pharmaceutical sales rose 11.8 
per cent to $2-2bn, driven by a 26 per cent surge in domestic 
sales. Tracy Corrigan, New York 


ENGINEERING 


• ! 


Eaton dips to $114m 

Second-quarter earnings at Eaton, the US engineering group, 
profits dipped from SI 26m a year ago to $114m. The drop 
was blamed on difficulties at its semiconductor equipment 
business, and the knock-on effect of strikes at General 
Motors and the Paccar truck company. Earnings par share 
ware $1.57, down 2 per cent from $1.61 a year earfier. Sales 
slipped from $1.91 bn to $1.71 bn. Nikki Taft, Chicago 


CORRECTION 


Frank Russell Company 

In the survey on Global Custody pubfished on Friday July 10, 
we erroneously stated that Independent consultants Frank 
RusseB Company was a subsidiary of Mellon Trust In fact, 
Frank RusseS and Mellon Trust are forming a jointly-owned 
company to provide performance measurement services. Nei- 
ther company owns any pat of the other. 





Municipality of Bologna 
General and Institutional 
Affairs Department 


Extract from the sale announcement of 80% of AFM S^A. 
shares owned by the MonktpaHty of Bofogna sod ether 
M— fcjpaftiea thnwgfa a negotiated procedure. 

The Municipality of Bologna, and on behalf of the MonkipaJmes ofCalderara 
di Reno, CasaJecdno «fi Reno, C a flranso , Pumoro, S. Giovanni in Perskeio, 
4* Saveoa, Savignsno sul Rufakcoe, intends to undertake a 
negotiated procedure to sell, exclusively to joint stack companies and entities 
withte^l personality, 53.476 shares of AFM SpA.. equivalent to 80S of the 
stars owned by die show m entio ned Municipalities and 79.94S of tte 


AFM S pA m esobfebed cn September 1997. Since I.f/IWg ii has 
ofwrad 35 pharmacies, owned by the above municipal ioes, in accordance 
w ith a serv ice agreement. AFM SjlA. also operates in the wholesale 
pnannacetmal efisniburkra sector; principally serving pharmacies in Emilia 
Rmagaa, and some ocher areas of Italv. 

AFMS.pA. has an issued stare capiat of Id. 66^98.000,000, eonstitmed by 
66,898 shares witfa a face value of llL 1,0001)00 each. 0 b February 1 1998, 
AFM S4*A. employed 249 people. 

Interested parties may obtain the ftd text «f tfer safe amoamawr at 
trttrJtmnrxw w.botegu MbnWhrmkJrm or ask for a copy 
to gedig wt tt wipp orflag documentation on tie company by q»Btirrt M rt» 
Mowing xttns: 


"Froeedm Kgxdttt per la fisadtioae di azmai di AFM SjjjL" 
Td: +39 (Ml) 21 36 52- Fax: +3f (651)203795 

In onfcr to jre admitted to the sale procedure tbe imereoed packs shall assure 
iH/vwy of tfieir application and the Other required document* by hand or bv 

mall not later titan QiJM pm {ltobn toot) of September 4,1 W8 to: ' 

Proexofio Generate - Canine di Botogra 
“Ptocedira negnzMta pw la drsmissme di sooni di AFM S j* A." 
Piazza Maggiore, 6 • 40121 Bologna - Italia 

TbeMwiripality of Bologna is advised by Societe Geafmlc in ibis matter. 

inmeaed parties ray reta- ndbnnatioo requests to: 



£ 


Socictc Generate 

Via Ofama, 2 - 20123 Milano- Italia 
TeL +39 1 02) 8549 302 ■ Fax: +39(02)65 49 286 

Attention: Marco Mntica. Massimo Bmmbrifa 

TMsnwmcenen is an imitation to treat and does not icptesoa an o&r to 

tbe pdiuc nor a soteatHtioo for public Savina under nrticlc 1/18 oTltalian law 
7/6/94 as amended. 


The fafisn bmgwgc tod of lira 


will prevail over any dber venion. 

LADIR1GENTE 
Soma Bellim 
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GIVE UP SOME FREQUENT FLIER MILES 


GET A LIFE. 


X 




A Digital Visual Communications” system can get you someplace even more exciting than London, Paris, or Rome. Home. 
Fact fs,. using.’ what we qt VT£L like to describe , as yideoconferencing ‘hat's been raised to a higher level, it's now 
possibldL'W Y& ’^^iiiV^.a-'^fe’yoW; liatw to go, and much more time being where you want to be. 




If this iound>^ "likeX ^prqtty!.r«Wluitdndry ^uft well, that's because it is. It's a revolution driven by what is arguably the 
industry’s. besL'-picturd; and' spu^i, , e«i>yi. thtuiti«e ' interfaces, and ingeniously simple video network management* Not 
to mention,, the’ only ; produi:t. iijne ; ^hdt's.'xcimpfe^eiy :cprhpatible With your PC network. True, a VTEL system may not do 

• • % ‘ ‘ ‘ ' \ , \ ' • '/ ’ ‘ . a * ’ ■ ■ * ’ - a* ’l 

much for your frequent flier account^' bui’ it'll dp ; something amazing for your personal life: It will ollow you to have one. 


*. ^ . ! . 


Visit www.vtel.com or call +44 ( 0 ) 118 955 3233 . Outside the UK, +1 512 231 2870 . 
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Digital Visual Communications 


tC time 
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Call for a free video about vttLs SmartVideoNer Manager,- the ideal way to control and manage your Digital Visual Communications network. 
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FOOD PRODUCERS GROUP WARNS OF SHORTFALL IN SECOND-HALF PROFITS AND SAYS IT WILL RECONSIDER FINAL DIVIDEND 

Fundamental review at Albert Fisher 


COMMENT 

Colt Telecom 


By Oavtt Hadwefl 

Albert Fisher, the 
lossmaking food group that 
has been in turmoil since 
a tentative bid approach 
last summer, yesterday 
announced a fundamental 
review of operations after 
warning of a shortfall in 
second-half profits. 

Neil England, execu- 
tive. said all options were 
open. Including a break-up of 


the group. It would be illog- more than 25 per emit before 
ical to constrain the review recovering to close down 


in any way," he added. 

Analysts, frustrated by the 
group’s continued under- 
performance. said things 
were going from bad to 
worse. “The review cannot 
come to any conclusion 
other thaw that this aniTTUl1 
cannot walk,” said one. 

The shares, which readied 
46%p when the bid talks 
were announced, fell by 


4V4p at ISp. 

City forecasts, reduced in 
April when interim losses 
hit £ 22 Sm after exceptional 
costs of £355m. were cut by 
a farther £10m to £22m 
before esceptinnals. 

That would leave the 
annual dividend of 3.75p 
uncovered by earnings. The 


the group said yesterday 
that the final dividend would 
be reconsidered in the light 
of the review. 

Some analysts suggested it 
should be passed. 

Mr England remained con- 
fident in the strategy of 
reducing the cost base and 
focusing on market seg- 
ments where the group had 
“the rationale for a competi- 


intorim dividend was main- five edge”. 

tained at l-85p in April, but He was determined that 


the word “weather” did not 
appear in the group's state- 
ment But the poor summer 
that led to a profits warning 

from ice-cream maker Treats 
last week has badly affected 
sales of salad products. 
Global rUmatie conditions 
have also affected prices of 
imported raw materials. 

Mr England said the UK 
Mfed downturn accounted 
for about 20 per cent of the 
expected shortfall, which 


was up. of problems in 
15 of the group's 40 busi- 
nesses. 

The management was try- 
ing to agree price and retail 
structures that adequately 
reflected;, volatile raw mate- 
rial price swings. 

The group will appoint 
consultants to conduct the 
review. They will work 
closely with Lazard Brothers 
anri will be expected to 
report by September. 


Fayed acquires Thai oil stake 


By Arkady Ostrovsky in London 
and Ted Bardadu in Bangkok 

Mohamed Fayed, the 
Egyptian owner or Harrods, 
has set up an oil company 
bearing the store's name, 
which yesterday bought a 50 
per cent stake in an offshore 
oil block in Thailand. 

Hatreds Energy, registered 
in Bermuda, is one of several 
companies set up by Mr 


a consequence we put 
together a team of talented 
people, some of them from 
Chevron, to explore petro- 
leum and minerals". 

Harrods Energy Thailand, 
a subsidiary of Harrods 
Energy With four employees, 
bought the stake from Thai- 
land's PTT Exploration & 
Production (PTTEP), the 
listed arm of the state-owned 
Petroleum Authority of 


Fayed recently to explore for Thailand. PTTEP retains the 


natural resources. 

Douglas Marvin, a director 
of Harrods Energy, Harrods 
Natural Resources Inc and 
Harrods Minerals, said Mr 
Fayed expressed Interest in 
natural resources about a 
year ami a half ago. “and as 


other 50 per cent but will 
leave operation to Harrods. 

The 3.700 sq km offshore 
block, was previously owned 
by British Gas, which with- 
drew from the project in 
March. 

Terms of the deal were not 


disclosed, but industry ana- 
lysts said it was a forming- 
out contract Such contracts 
generally involve little or no 
up-front payment at this 
stage of exploration. 

Mr Fayed recently made a 
high-profile visit to Thailand 
to explore investment oppor- 
tunities. He came at the invi- 
tation of Thaksin Sfcdnawa- 
tra, the telecommunications 
tycoon turned politician. 

Mr Marvin, who also has 
his own law practice in Fair- 
fox. Virginia, said Harrods 
Energy was the first and 
only oil business Mr A1 
Fayed currently has interest 
in 

Mr Fayed's ail i n t e rests go 
back to 1960s, according 


to the 1988 Department of 
Trade and Industry report 
ou House of Fraser. 

In 1964, posing as a busi- 
nessman from Kuwait, he 
was awarded a concession in 
Haiti by Papa Doc Duvaher, 
the Haitian dictator, to build 
an oil refinery. 

Between 1979 and 1984. Mr 
Fayed and his brothers were 
involved In oil trading, 
rather exploration, as 
members of a partnership 
operating in the United Arab 
Emirates. According to the 
DTI r eport: “EMr Fayed] and 
bis brothers had received 
about $400m In June-August 
1984 as their share of the 
profits of a hi g hl y secret oil 
trading partnership.” 



Landtel may face investigation 


By Alan Cana 

A US-based investment 
group has been threatened 
with a police anti-corruption 
investigation after inviting 
local councillors to dinner. 

Landtel Communications, 
which wants to buy a stake 
in Kingston Communica- 
tions, Hull's municipally- 
owned telephone company, 
had offered to brief councfl- 
Ictrs over dinner in a Hull 
hotel yesterday evening. 

But the group withdrew 
the invitation yesterday 
after Peter Barker, town 
clerk, wrote to Landtel on 
Monday warning that the 
invitation could be referred 


RESULTS 


to the police under a 109- 
year-old corrupt practices 
act 

Mr Barker's threat to call 
in the police Is the latest 
twist In an increasingly 
bizarre tale of Landtel’s 
efforts to invest in UK tele- 
coms. It has already made 
three unsuccessful offers for 
a stake in Kingston. 

Laurence Zimmerman , 
chairman or Landtel, said 
this was the first time that a 
public investment after had 
led to the threat of police 
action. 

Asked why he was persist- 
ing alter three rejections, he 
said: Tm young enough and 
silly enough to enjoy the 


challenge." Landtel was 
established last year to 
invest in European telecom- 
munications companies. It 
has offered £245m (6402m) 
for a 49 per cent stake 
in Kingston, a unique 
operator which serves the 
city and surrounding 
region. 

Kingston is expected to 
float this year. 

i jn fltel m a d e an unsuc- 
cessful bid this year for the 
telecoms «««»♦*» of the South 
Western Electricity Board 
that were eventually 
acquired by Kingston. 

Landtel plans this week to 
bid for a majority stake in 
the telecoms assets of 


another UK utility. 

Mr ^ i nrnwrmim, 38, a ven- 
ture capitalist, and follow 
Landtel director Terence 
Cassidy made substantial 
profits in the US buying and 

cpIHng liwaii^f in thw fiwd 

wireless market 

The company, however, 
has yet to appoint financial 
advisers Car the latest stage 
of its Md to acquire King- 
ston. Mr Zimmerman said 
advisers would be appointed 
when a bid was on the table. 
HuU, advised by Deutsche 
Morgan Grenfell, believes 
Landtel neither the tele- 
coms experience nor com- 
mitment to it a credi- 
ble stakeholder. 
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Flying Flowers 
shares wilt 


flowtoDrenrt 
tnU Graotkigs $ 
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452 (4S5) 


Earrings riram baric. OMtonts shown not figures in brackets are far oorraapmd tog period. 4 ARbt ettapflonri change. ? After ncepttonri cradL tOn h ewasad capfe. 
$Atoi stock. Comparatives far 53 weeks. 


NOTICE OF A MEETING OF THE HOLDERS OF EACH ISSUE OF BONDS 
0 BONDHOLDERS) LISTED BELOW 
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| Shares in Flying Flowers 
lost almost half of their 
value yesterday after the 
mail order flower operation 
warned that an 
over-ambitious advertising 
spree would cause profits bo 
fall substantially below 
expectations, writes Cbristo- 
pber Swann. 

Analysts downgraded pre- 
tax profits forecasts by 
almost a quarter from £8.7m 
to £6. 7m (Him) sending 
shares 250p down to 300p. 

Walter Goldsmith, chair- 
man, said that advertising in 
Its Gardening Direct busi- 
ness, winch supplies bedding 
plants by post, had not 
translated into the expected 
level of sales. 

In addition the group 
bought extra stock and 


expanded its production 
capacity in anticipation of 
surging sales. These did not 
happen and plants worth 
£500,000 had to be destroyed. 

“We made a mlsJudgment 
and are not blaming the 
market," said Mr Goldsmith. 
Analysts criticised the man- 
agement for foiling to inform 
the market sooner. "They 
should have been tracking 
tiie effec tiveness of advertis- 
ing on a weekly basis,” said 

mtL 

However. Mr Goldsmith 
said the scale of the prob- 
lems only come to light 
towards the end of June. 
“The level of our orders, 
which can be as high as 
20,000 a day make it 
extremely difficult to mom- 
tor these issues.” 


- Euphoria does not begin to 

describe the sentiment 

_ iwvhin/t the rise and rise w B ”• 

1 Colt's shares, now trading at 

r a whopping 20 times fo recast Wr - > ,v ■■ ■ ■ . 

- To Justify its current L 

rating, compound a nnual ^ f I 

t sales would have to keep ris- ; . .j j 

5 ing by 30 per cent for 10 sof — — #_ 

■ years. Analysts also assume ;- ^ _ t j 

i that the sector's profit mar- 
i gtyifi stay high and that Colt . ^ "7 

can nab a 10 per cent share 

of the European market for .‘foa - _ ;. 

big business tdecoans, com- V - ’ v, i . 

pared with under 1 per cent : i 

now. These are not assump- -* • . 

tions for the faint-hearted. ^ua B i i ui i ^? ., 

Bulls point to the US, a more 

competitive market, where comparable companies trade on 
aimiinr valuations. Furthermore. Colt has not disappointed. 
Quarterly growth rates for the past three yearn have consis- 
tently exceeded 30 per cent 

What of the competitive threats? Colt has an advantage 
over incumbent national telecom operators because its state- 
of-the art network is cheaper to maintain. The latter a re also 
less entrepreneurial. The main threat to Colt comes from 
cTmtiar start-ups. Colt possesses neither a proprietary tech- 
nology nor exclusive licences. Given that ft has transformed 
a ($4i0m) capital investment into a company capital- 
ised at over SSfan. others are bound to pile in. The bulls hope 
that one of them, like a US operator, will do this by buying 
Colt. Such a bidder would have to be in a terrific hurry to 
get its hands on Colt's customers to justify the huge pre- 
mium that would be required. 

British weather 

The British are fomous for talking about the weather to get 
through tricky sodal situations. So it is hardly surp rising 
that when companies off 'foe road, the weather is often 
the first thing they blame. Nonetheless, there are some 
patterns as to which companies within a sector get the 
sneezes. Yesterday's profits warnings from food manufac- 
turer Albert Fisher and m»n order operation Flying Flowers 
are a case in point Weak Tn«wtg nnw»nfei in charge of groups 
with no discernible compe ti tive advantage, such as Albert 
Fisher, will have done least to prepare fear lawer-than -expec- 
ted <h»1p« - in thin case of salads and prawns. And young, 
fost -growing companies, such as Flying Flowers, whose 
shares have got yhrad of themselves, also seem particularly 
prone. In hard times, it is the talles t flowers that get cut 
first 

Powerscreen ends 
wait and appoints 
finance director 

By Mnr Edgscflffe-Johnsoo ness opportunity.” Mr Ken- 

— — — neriey’s first task will be to 

Powerscreen, the Northern rebuild internal controls. A 
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Irish engineer, yesterday 
appointed a finance director 
to replace Barry Cosgrove, 
who stepped down in March 
after the group revealed 
severe and unexpected 
losses. 

John Kennerley, 48. was 
finance director of APV 
between September 1995 and 
November 1997. The food 
manufacturing equipment 
group was taken over by 
Siebe last year, since when 
he had taken professional 
leave, Powerscreen said. 

Analysts welcomed the 
fact that Powerscreen had 
appointed a new finance 
director and said they were 
hoping for a new chief exec- 
utive shortly. 

Philip Molloy of ABN 
Amro in Dublin said: “The 
jury is out [Mr Kennerley] is 
not really the big name 
people expected, hut nobody 
would take the job on unless 
they thought there was 
potential for a sound busi- 


report by auditors KPMG 
found that “the group 
finance director had no 
full-time staff dedicated to 
group financial matters". 

KPMG added: “For a busi- 
ness of Powerscreen’s size 
this was not good practice 
and ran the risk that emerg- 
ing financial problems might 
not be identified at an early 
stage." Price Waterhouse 
Coopers, which reviewed the 
system of controls, has made 
changes to strengthen it 

Powerscreen also said that 
Brian Kearney, an indepen- 
dent financial consultant 
acting as finance director 
since April, would join the 
board as a non -executive 
director. At present. John 
Craig is executive chair man, 
with Hubert Watson acting 
as chief operating officer. 

In his last year at Power- 
screen, Mr Cosgrove 
received £201,000 (5330,000) 
basic salary, and a bonus of 
£247,000. 
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Trifast on look out 
for US purchase 

Boaftuo ably from Asian manufactur- 

t ; - 618 tielaying UK expansion 

Trifast, the industrial plane 

festenlngs group, yesterday Halting made two acquisi- 
siud it waskeen to secure a tions for £630,000, including 
USacquisttion worth up to one in Malaysia, Malcolm 
$60m as it reported a 22 per Diamond, chief executive 
cent increase in full-year said he was impatient to 
pre-tax profits to £8-Sm clinch a US purchase to ser- 

. . . existing big clients’ 

The company, which saw operations there. But its 

2£‘L, I ? ae «? r0m to detern tinati on to make tae 

£7Ktoi in the year to March right acquisition helnert 
3L^o said it had so fer explain why tlo SpportS 
remained unscathed by the ties had collapsed bvwffie 
economic woes that had past year w 

rostomers. such ^ 
hair ofwMch are in electron- Compaq and Hewlett Park 
ics and telecommunications, art, which represent is Mr 
As a net importer, Trifast cent of 

™ orders bm contto 

fsetad by stsriing*s strength ued to siraee» ZnlT: 
ami had not irafllml preflt aar- 


US interest in Thistle 
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Thistle, -the UK’s second 
largest hotel operator, is 
believed to be considering a 
number of offers, tnrinHinp 
from prospective US buyers. 
A shortlist is expected to be 
drawn up next week. 

Thistle, has almost com- 
pleted a round of safes pre- 
sentations to prospective 
buyers, after cocfinning last 
month that ft had received 
approaches that could lead 
toanoffbr. 

Most of the bids for TUs- 


ttei in which Brier ley Invest- 
fosms New Zealand holds a 

JL£S. C i nt 8take - are 
““feved to be for part of its 
91-hotel portfolio. 

Gksgow-based 
casino operator, is 
believed to have been 

™*ed out of the race to 

buy some Thistle hotels. 
Stakls, which would not 
fe thought to have 
buy some of This- 
tte sprovincial hotels. 

Property groups 
been looking for expa£ 

5^3 ^ a bout of period 
of consolidation. 
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KJROPEAN OVERVIEW 

By PMBp Cog gan, 

Markets Editor 

Anther day, another set of 
records for European stock 
markets with Amsterdam, 
Brussels. Copenhagen and 
Frankfurt achieving closing 
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Relative calm in Asia. 
whDe the Japanese hunt for 
a new prime minister and 
relief that Russian fin a r\ cw 
bad been stabilised by agree* 
raent with the Internationa] 
Monetary Fund on a loan 
package, provided support 
for European bourses. Paris 
was dosed for Bastille Day 

EHTOtnp300 EuroUoc 


and has still to reveal the 
state of Its post World Cup 
euphoria. 

The FTSE Eurotop 100 
index regained the 3,000 
level, rising 3SJ24 or 12 per 
cent to 3.002&. The broader 
Eurotap 300 jumped 16.44 to 
1,302.44 while the FTSE 
Ebloc 100 index, comprising 
stocks in countries set to 
join the single currency, 
moved up 1L61 to 1,100.91. 

Banking stocks' were 
strong across the continent, 
with merger taiic and the 
IMF deal with Russia 
prompting widespread sup* 
port for the sector. 

The retail banking sector 
g a ined 2-8 per cent on the 


day with the German hanks 
particularly strong. Dresd- 
ner Bank was up Ecu 3.5 to 
Ecu 53.11, Bayerische 
Vereinsbank Ecu 5i) to Ecu 
89.01 and Deutsche Bank 
ECU 3.4 to ECU 77.16. 

The British banks were 
helped by the good UK infla- 
tion news, which doused 

fears of higher interest rates. 
Lloyds TSB rose Ecu 0.7 to 
Ecu 13.64 and Bank of Scot- 
land gained Ecu 0.6 to Ecu 
1093. 

The best pe rf orming sector 
of the day was tobacco, 
which jumped 4-3 per cent. 
BAT Industries gained Ecu 

0.5 to Ecu 10.29 as analysts 

pointed out the value of its 


stake in Zurich Financial, 
the soon-to-be-demerged 
combination of its insurance 
businesses with those of the 
Swiss Zurich Group. Zurich 
rose Ecu 7.2 to Ecu 669.6 yes- 
terday. 

One of the few sectors to 
fall on the day was inte- 
grated oil, where Norsk 
Hydro lost Ecu 1A to Ecu 
4033. 

Among the engineers, 
Viag disappointed with a 
forecast of 5 per cent profits 
growth and a statement 
from the new chief execu- 
tive, W ilhelm Simson, which 
was short of strategy 
changes. The shares fell Ecu 

98 to Ecu 6805. 
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INTERNATIONAL CAPITAL MARKETS 


Prices lose early gains on strength of yen 


GOVERNMENT BONDS 


By Jeremy Grant to fcadai and 
lUchard Waters h Hew York 


Core European prices ended 
flat yesterday, failing from 
higher levels early In the 
day as the yen's strength 
against the dollar was 
enough to drag prices down 
after benign inflation data In 
the US and UK- 

Fun ds continued to now 
away from “safe haven" 
bond markets as investors 
were cheered by Russia's 
progress in resolving its 
financial crisis and the pros- 
pect of aggressive reforms In 
Japan after the resignation 
of Ryutaro Hashimoto, the 
prime minister. 

US Treasuries gained Ini- 
tially on retail sales figures 
showing lower than expected 
growth in June compared 
with the previous month. 


However, by the end of the 
European session they and 
core European bond prices 
were off the day’s highs on a 
lack of follow-through, and 
as the yen hit a high for the 
day of Y139.40 against the 
dollar. 

Michael Derks, senior 
strategist at Nomura, said 
the performance of govern- 
ment bends had teen disap- 
pointing, given that there 
had also been market- 
friendly UK inflation data. 

However, he said the end 
might be in sight in the 
short term for the reversal of 
“safe haven” flows seen in 
recent days. 

“I thinic that in the near 
term well see a little bit 
more of these types of 
reverse flows, but the 
amount of good news out 
there far the yen and Asian 
markets has almost peaked,” 
Mr Derks said. 


The decline in US TREA- 
SURIES, which followed a 
one-point fell in long-dated 
bonds the day before, 
seemed to mark a further 
weakening of their standing 
as a safe home for foreign 
capital, despite domestic eco- 
nomic news that should 
have been broadly support- 
ive, traders said. 

Early in the day, fixed 
income prices rose briefly on 
news that the consumer 
price index had risen only 
0.1 per cent in June, com- 


The long bond was trading 
% lower at 106%, lifting the 
yield to 5.726 per cent, its 
highest level since the mid- 
dle erf last month. 

Shorter-dated securities 
were mixed, with two-year 
notes unchanged at S9g, for 
a yield of 5459 per cent, and 
five-year securities off £ at 
992, yielding 5.469 per cent 
UK GILTS dosed margin- 
ally higher- but well below 
session highs, after a weaker 
opening for US Treasuries 
and comments on gavem- 


at 10&95 in heavy volume of would be increased over the 
71,600 contracts traded. In next three years. To some m 


pared with expectations of meat spending by Gordon 
0.2 per cent and 0.3 per cent Brown, the UK chancellor. 


in May. Retail spending also 
remained subdued in June, 
with retail sales up 0.1 per 
cent during the month. 

The quarter-point gain In 
30-year Treasury bond that 
followed had been erased by 
early afternoon, however, as 
the dollar continued to slip 
against the yen. 


Investors were initially 
encouraged by news that 
retail prices bad unexpect- 
edly fallen in June by 0.1 per 
cent That brought the head- 
line inflation rate down to 
3.7 per cent, from 43 per 
cent in May. 

The September 10-year gilt 
future settled up 0.10 points 


the rag h market, the spread 
between the yield on the 
benchmark gUt and bund 
contracts tightened by two 
basis points to 119 points. 

Kevin Adams, gilt strate- 
gist at Barclays Capital, said 
there had been some disin- 
version of the yield curve as 
Inflation fears receded 

However, the test of the 
UK’s near-term Inflation 
prospects come with this 
morning's release of average 
earnings data. 

“If that shows that the 
rate of growth is coining 
down from bonus-boosted 
highs of the early part of the 
year, I think confidence will 
be boosted further that the 
Bank of England's done 
enough [on Interest rates]," 
Mr Adams sa i d 

Mr Brown said spending 
on education and health 


the gilts market, that would 
imply in increase in govern- 
ment borrowing at some 
stage, and therefore concern 
about eventual oversupply- 

“The market’s been put a 
little bit oil Its stride by the 
chancellor’s statement One 
of ihe long-term supports for 
the market has been a lack 
of government borrowing 
but he [Mr Brown] is saying; 
'Spend, spend,”' Mr Adams 
said. 

GERMAN BUNDS suc- 
cumbed to weakness in US 
Treasuries and profit-taking. 
fnding flat in fairly heavy 
volume in futures contracts. 

The September 10-year 
bund future settled 
unchanged at 108.65. Traders 
said prices remained vulner- 
able to profit-taking and the 
evaporation of much of the | 
recent safe haven buying. I 


Russia offers 
dollar bonds 
for GKOs 




tall! 




By Jeremy Great 


Argentina raises E500m 
with 12-year offering 


New international bond issues 


INTERNATlONflLBONre 
By Vincent Boland 


The Republic of Argentina 
grabbed the spotlight in a 
busy new issues market yes- 
terday with a E500m 12-year 
bond. Its third big fundrais- 
ing exercise in the markets 
in the past six weeks. 

The country tapped the 
markets last month with 
Ll.OOObn and DMlbn issues, 
and yesterday’s bond was 
roughly the same size. 

The new bond was priced 
to yield 360 basis points over 
the curve and coincided with 
a resurgence In emerging 
market bonds yesterday 


A banker at Warburg Dil- 
lon Read, lead manager, said 
the 12-year issue filled a gap 
in buyers' portfolios now 
that the country's earlier 


OAT and has since tightened 
to 3 basis points. 

The add-on was launched 
at 5 basis points over and 
the combined EL25bn bond 


euro issues were trading creates “a very dear bench- 
above par, and met Aigen- mark status security,” said a 


tina's policy of prefunding 
for the nest quarter when it 
feels the market is right 

“This bond allows Argen- 
tina to develop its euro 
curve ahead of European 
monetary union,” he said, 
adding that the &5 per cent 
coupon led to good follow- 
through from retail funds, 
with notably strong demand 
from Italy and Switzerland. 

BNG, the Dutch lender to 
municipalities, issued a 


after Russia’s agreement E500m bond fungible with its 


with the International Mone- 
tary Fund, which was seen 
as essential to a revival of 
sentiment in the market 


E750m issue launched in 
January. The original bond 
was priced to yield 12 basis 
points over the April 2005 


banker at Nomura, joint lead 
manager with Warburg Dil- 
lon Read. BNG has a trtple-A 
rating from the main ratings 
agencies and is the biggest 
Dutch borrower in the inter- 
national bond markets. 

Mare than 60 per cent of 
the deal was sold into Japan, 
primarily to Institutional 
buyers, after recent investor 
presentations there. “Japan 
has begun to turn exception- 
ally positive towards the 
euro. BNG is a beneficiary of 
that process.” the banker 
said. 

DOLFIN, a vehicle created 
by Paribas, issued an E300m 
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Russia yesterday announced 
details of a a ambitious 
attempt to escape its 
short-term debt- trap by 
inviting investors in its gov- 
ernment bond market to 

swap their holdings for for- 
eign currency bonds. 

Bankers welcomed the 
move as another step 
towards resolving uncer- 
tainty over Russian finances 
and setting the country mi 
the road, to more effective 

debt wnana gw n mi t 

The move is designed to 
relieve pressure caused by 
funding redemptions of 
short-term paper in the bond 
market, which has been cost- 
ing the state about $L3bn a 
week. 

“It will give more breath- 
ing space for the Russian 
government to pursue its 
reforms. We believe this will 
help us to reduce short-term 
expenditure,” said M ikhail 
Kasyanov. Russia's deputy 

Pnmmrre minister . 

If successful, the plan 
would lengthen the average 
maturity of arrears and shift 
the emphasis on debt servic- 
ing to external obligations. 

However, bankers were 
divided over the scheme's 
investor appeal. They said 
foreign bondholders might 


offer, led by Goldman Sachs, 
applies to bonds maturing 
before July 1 1999. 

In addition, there wiH be 
an issue of new dollar bonds, 
with the total of new ami 
exchange bonds amounting 
to a minimum of J2bn. Appli- 
cants have until late on Fri- 
day to tender for. the 
exchange. 

Juliet Sampson, at Bank of 
America, said that the pro- 
posed exchange was positive 
because the government 
would be no longer sad d l ed 
with high interest rate pay- 
ments associated with the 
risk premium of a possible 
rouble devaluation. 

Foreign investors would 
have the comfort that what- 
ever happens to the cur- 
rency, they would be repaid 
in dollars. 

However, some foreign 
holders of GKOs might be 
reluctant to switch to longer 
dated bonds, as they pre- 
ferred the risk profile and 
high yields associated with 
GKOs. 

“1 think foreigners are not 
going to be that interested in 
the longer-term debt because 
they have a strong appetite 
for risk. I don't really see it 
[the exchange] being a huge 
success,” Ms Sampson said. 

Foreign and offshore Rus- 
sian investors hold about 30 
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be reluctant to shift out of per cent of the GKO market 


Ftaaj twins, non-cMataie untans stated. Yield spread (over relevant government bond) at launch suppled by lead manager. 
*UriMedL * Roaring-rate note. Ft fixed ne-offor price; fees Mipwn at ro-offer level, a) 3-rntti Libor +ft%. b) 3-mth Ubor 
-5bp. CnintJo on 3/8AS it par. cl) 10% hi yr 1 , BW In yre 2-7, then 15% -(2 x 12-mth UbaO- d) RmgHe wBh E790m. 
Plus 88 days accrued. et Payments In Ecu prior to Bnu. Spread retates to French govt Ecu bonds. 0 Seared onpartMo of 
consumer loans edg/h a ted by fln do maBHc SpA. A v Eta: 5.13 ym. ft) 3-mtfi Ubor +17bp. 12] Cten B: El 1m, 5JS yrs. 3-rrth 
Ubor +40bp. i) Ora- mterpotetod yield. $ Long 1st coupon, sj Shan 1st ooupwi 


asset-backed bond securitis- 
ing a portfolio of loans from 
Italian consumer finance 
company Findomestlc, 
which is 30 per cent owned 
by the French hank. 


Paribas said the Issue was 
the first public consumer 
loan transaction in the Ital- 
ian market Its denomination 
In euros “captured the 
domestic demand in Italy 


and had greater appeal to 
outside investors.” About 35 
per cent was placed in Italy; 
45 per cent in the UK; and 20 
per cent with Luxembourg 
money managers. 


short-dated issues into lon- 
ger maturities «m<i that there 
were doubts over how Rus- 
sian Investors would 
respond. 

Under the scheme, holders 
of short-term government 
treasury bills - known by 
the Russian acronym GKOs 
- can exchange them for 
new, fixed-rate seven-year 
and 20-year US dollar bonds 
to be issued by Russia. Tbs 


Vladimir Pantyushin. at 
Credit Suisse First Boston, 
doubted that there would be 
a robust response from GKO 
holders as they were less 
concerned about a devalua- 
tion and would see fewer 
reasons to escape the mar- 
ket. However, he added: “I 
don't think it will threaten 
the project as it’s not target- 
ing a 100 per cent participa- 
tion rate." 
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Pound falls as rate rise prospects dim 
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By Daniel Domtey 

"* 1 ■“ 

Better than expected UK 
in flation figures tugged ster- 
ling down against the 
D-Mark yesterday, as the 
markets began to discard 
e xpec tations of a further 
interest rate rise this year. ‘ 

The pound ended Euro- 
pean trading hours down 
almost two pfennigs at 
DM2346. A week and a half 
ago it was above DM3.02. 

“There’s a growing belief 
UK interest rates are on 
hold,” said Philip Shaw at 
Investec in London. “But 
there’s caution about [UK 
Chancellor} Gordon Brown’s 
spending plans, as well as 
average earnings data” due 
out today. 

Meanwhile, the yen rose 
against the dollar, as hopes 
grew that the selection of a 
new Japanese prime minis- 
ter will speed up the coun- 
try's process of economic 
reform. 


The D-Mark improved 
slightly against the dollar, 
after the annmTp f ynwpt ear- 
lier this week of a $12-6bn 
IMF-led package for Russia _ 
which has strong banking 
ties with Germany. 

■ Short sterling rose 
sharply on the news that the 
UK's underlying annual rate 
of inflation slowed from &2 
per cent in May to AS per 
cent in June. The Rnnfr of 
England's target is 25 per 
cent and the May figures 
had inspired fears of a sum- 
mer rate increase, poshing 
the pound upwards. 

At one point short sterling 
had almost priced in a fifty- 
basis point rate w y-ra*** 8 ** by 
the end of the year. But cur- 
rent levels are largely con- 
sistent with nnrhang pd rales 
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for the rest of the year. 

“The figures out today 
suggest that we’ve seen the 
peak in retail inflation,” said 
NeD MacKinnon, an indepen- 
dent hedge fund adviser. 
“We could even see a reduc- 
tion in interest rates by the 
end of the year.” 

Brian Marber, an indepen- 
dent technical analyst, said 
that sterling’s fall yesterday 
had reversed the trend of its 
climb against the D-Mark 
over the past four years. 

"Everything is In place for 
both short-term and 
long-term falls in the 
pound,” he said. 

Mr Marber calculated that 
the pound’s three month 
average against the D-Mark 
had dipped below the aver- 
age for the last year. As a 
result, he said, sterling could 
fall to as low as DM2.71 if it 
we a k ened beyond DMSL83. 

The pound also fell against 
the dniiar yesterday. Muting 
European trading at $1538, 
down half a cent from the 
day before. 


rat 
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■ The yen ended the Lon- 
don trading day at Y139.6 
against the dollar, compared 
with Y1403 the day before. 

Much of the rise stemmed 
from the growing belief 
among US and European 
investors that electoral 
humiliation and the depar- 
ture of prime minister Ryu- 
taro Hashimoto could lead 
the Japanese government to 
step up plans for banking 


and fiscal reform. 

“Dollar/yen is taking a 
breather now and giving 
Japanese authorities the 
benefit of the doubt,” said 
Mr Shaw. "But once Mr 
Hashimoto's successor is 
chosen, the markets will be 
more impatient to see imple- 
mentation of financial sector 
reform.” 

Separately, a meeting of 
the Bank of International 
Settlements endorsed a Japa- 
nese plan to grant yen-de- 
nominated loans to other 
countries in the Asia-Pacific 
region. 

■ The D-Mark rose by half a 
pfennig against the dollar to 
DM1.799, boosted by the 

■ OTHER CURRENCIES 
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news of the rescue package 
for Russia, which is thought 
to have averted any Immedi- 
ate danger of devaluation. 

"The next step for Russia 
is whether they are going to 
put all tbeir agreements 
with the IMF into practice." 
said Mr MacKinnon. 

“Id terms of their debt 
management they seem to 
have alleviated some prob- 
lems through converting 
T-bills into dollars. But 
because, more generally, it's 

only a temporary respite, the 

D-Mark hasn't taken off 
more dramatically.” 

The dollar was also helped 
by a smaller than expected 
increase in US consumer 
prices in June. 

The South African rand 
improved on recent gains, 
ending at R6.00 against the 
dollar. 

But the outlook for (he 
Pakistani rupee worsened 
after standard & Poor's gave 
Pakistan the lowest credit 
rating of any country in the 
world. 


POUND SPOT FORWARD AGAINST THE POUND 


Jtf14 


Oatag Change 
oa ftp 


spraad 


Dafi MU 
Ugh to* 


Aft %M Mt W* 9* WM ftp Mu 


Bmp 


DOLLAR SPOT FORWARD AGAINST THE DOLLAR 


te nm WM 


Qa«e 

/WHxta onfty 


%PA He* 


Oh Jmt ip tknm 
VA ago 


'*i 

— ' Sr 


i 

I "’*?»«! 


i 


Ottnrk 

RUM 

Fnuce 

Straw 

Greece 

tatal 

My 

Unniioarg 


TO) 20.7253 
TO 807440 


(Oft) 

m 

to 

m 


fknay 


Spun 

Saute 

SMoutad 

UC 

Em - • 
SORt 


113245 
53554 
a mm 

28450 
<04 485313 
pa 1.1706 
(U Mf! w 
TO 607440 
(H) 33210 

mn 125224 
m 301399 
TO 250003 
&n 111850 
CSW 24829 


- 1234407 


-01132 

-03328 

-00(82 

-00498 

-08434 

-0015 

-12U 

-0006 

-1438 

—113328 

-OOT74 

■©.0723 

-1371 

-1.114 

-O0461 

-00177 


137 - 388 

208526 

208860 

208096 

91 

20C89 

42 

200929 

26 

1033 

Am&ta 

SdO 

84S - 034 

610020 

807090 

810102 

30 

pi QUff 

4.1 

580176 

17 

1028 

Bftftn 

mi) 

194 • 295 

118500 

11-2125 

112681 

26 

11.1963 

33 

105843 

25 

1050 

Derate 

OK) 

481 -626 

60760 

BSftO 

99616 

40 

80299 

4.1 

06846 

17 

818 

FhM 

TO 

772 - 882 

90068 

98674 

90146 

4.1 

98435 

42 

95705 

33 

1000 

Race 

m 

443 - 474 

tnw 

29406 

20577 

4. 1 

20365 

42 

2855 

38 

1D43 

Berate 

TO 

620 - 806 

49CL422 

48780- 

49559 

-53 

daafiOT 

-5.1 

snow 

-15 

625 

Breen 

DO 

886 - 732 

1.1727 

LIOn 

1.1784 

18 

1.1752 

15 

1.1478 

27 

944 

Intel 

00 

374 - 699 

291482 

290L32 

+MI» 

23 

290651 

26 

283143 

12 

78.0 

ter 

u 

845 - 034 

6T0O2D 

607030 

610102 

30 

605838 

4.1 

509)76 

27 

1028 

UMDftMg 

9ft 1 

196 -224 

38345 

33163 

33341 

91 

33008 

<3 

32174 

28 

1010 

Neftrands 

n 

169 -278 

128188 

125168 

WTO 

20 

124909 

20 

12260 

28 

954 

Npraqr 

m 

<25 -773 

302357 

301.161 

302779 

23 

oenw 

25 

292772 

38 

928 

ItoUgU 

(Eta 

886- 120 

250060 

249698 

251245 

32 

249706 

24 

242138 

25 

770 

Spat 

TO 

538 - 782 

122120 

0.1400 

1S.1JZ 

13 

110534 

25 

127232 

14 

643 

Gtaedko 

TO 

813-645 

24927 

24806 

24968 

55 

24722 

23 

23735 

54 

1046 

SMtadaU 

TO 

- 

- 

- 

- 


- 

• 

- 

- 

1040 

IK 

® 

919-033 

1.4956 

14898 

14966 

14 

14874 

38 

1.4482 

35 

- 

Ecu 

- 


SORt 


Aigafta 

TO) 

18375 

-nine 3&9 - no 

18414 

■ 18332 

. 

# 

. 

. 

. 

. 

. 

Bred 

OS) 

10046 

-00027 041-067 

10KQ 

10017 

• 

. 

• 

• 

. 

• 

. 

Ctaaft 

CT 

24228 

-00047 210 - 239 

24316 

24184 

24073 

27 

23964 

27 

23545 

24 

802 

MftdCO 

TO PRO) 

145DZ7 

-01047 941 - 112 

145831 

148033 

148042 

-15.1 

15.162 

-154 

160264 

-1S8 

- 

USA (5) 

MBcAMftft tettAUB 

18377 

-00045 372 - 382 

18417 

18334 

18297 

18 

18238 

21 

109BB 

20 

1127 

tostaia 

(AS). 

28277 

-00465 258 -295 


■> ROTI 

91HY7 

21 

26402 

23 

?GI7 

22 

842 

HngteO 

»9S) 

tiEsaa 

-00367 834 - 944 

12 7207 

128530 

128646 

-10 

727107 

-10 

13.1385 

-30 

- 

Ma 

M 

668234 

-01302 857-610 

890390 

088940 

- 

. 

- 

- 

- 

- 

- 

ted 

tm 

58901 

-00247 822 -979 

50989 

19800 

- 

- 

- 

- 

• 

- 

- 

Jten 

m 

TpflJCD 

-2755 520 - 742 

232410 

220510 

220729 

70 

225004 

70 

213859 

70 

1113 

lUftria 

TO 

06092 

-01213 983 - 190 

60967 

6J882 

7.002 

-63 

7.125 

—118 

78503 

-1Q0 

• 

TOZedad 

(KZS) 

21287 

-00488 256 -317 

11742 

11240 

11774 

-10 

21822 

-1.1 

11979 

-08 

85.1 

TOpte* 

TO) 

888197 

-0517 712 - 682 

68S700 

680712 

pi me 

-7.7 

605515 

-06 

740482 

-9.4 

- 

Saud Aam 

(S3) 

6.1426 

-00107 405 - 447 

6.1574 

6.1266 

6.1158 

13 

6.0907 

10 

snap 

10 

- 

Shgapte 

|SS) 

27718 

-00440 685 • 751 

28287 

27B74 

28192 

-04 

2819 

-01 

28272 

-03 

- 

SouBiAkta 

n 

28425 

-03267 232 - 620 

mioei 

93148 

108144 

-126 

107415 

-00 

11.1432 

-6.1 

- 

5)Ub Korea 

mm 

211100 

-4439 706 - 492 

2)5070 

2)06.72 

-' 

- 

• 

- 

• 

- 

- 

Taten 

TO 

56.4597 

-01552 0)5 - 179 

590152 

502854 

563845 

-48 

gmen 

-20 

57.1547 

-10 

- 

Thftnd 

w 

678371 

-1007 706 - 034 

603270 

678190 

604484 

-17.1 

71.7721 

-103 

790601 

-150 

- 


BehS 


Medco 

ISA 


Ang Kona 


Staftftn 
Suit! MW 
Sarifa Kata 


TOO 

m 

tcs> 

ftaatect 

m 

MKAMh 

(AS) 

MB) 

Ps) 

W 

w 

m 

80S) 

TO) 

at 

CSS) 

n 

mm 

P9 


126651 

-00343 

519 - 563 

127150 

128300 

370910 

-0101 

660 ■ 100 

370400 

370390 

cierai 

-00179 

526 ■ 548 

60715 

68415 

14683 

-001 S3 

655 - 71 D 

5.4915 

54571 

60345 

-nnaao 

330-360 

60435 

60206 

17968 

-00048 

964 - 992 

18034 

1.7949 

290170 

-1.14 

960 - 390 

292380 

297880 

10987 

+00933 

963 - 010 

14020 

1J8S 

177405 

-30 

360 - 450 

177810 

177243 

370910 

-0101 

6B0 ■ in 

370400 

370960 

20279 

-0005 

276 - 261 

20379 

20234 

78463 

-00231 

453 - 473 

70960 

70363 

194.190 

-033 

110 - 210 

164 440 

163850 

152855 

-026 

630 - 680 

153190 

152400 

4 (TTO 

-00073 

3<3 • 443 

80660 

80248 

10191 

-00066 

IX - IX 

10206 

10135 

18377 

-00045 

372 - 382 

10417 

18334 

10974 

+00011 

970 - 977 

10999 

10960 

07S45B 



• 

- 

09999 


999 - 989 

O990B 

00997 

1.1632 

+00016 

630 - 633 

1.1636 

1.1632 

18794 

+00012 

791 - 766 

1.4815 

1.4777 

«IW 

-00395 

530 - 560 


IKK 

1806 

■nm 

038 - XI 

18250 

10035 

77480 

-00011 

470 ■ mo 

77495 

7.7467 

428350 

+00375 

250 - 450 

428600 

4E4S5D 

38576 

-00051 

539 -613 

38E2S 

26530 

138605 

-1095 

SBO- 630 

141820 

139.550 

4.1578 

-00625 

530 - 625 

47B50 

4.1400 

T0W4 

-00244 

091 - 117 

10361 

10000 

410000 

-02 

000 - 000 

42.1000 

410600 

37508 

+00001 

506 - 509 

17515 

176006 

1893 

-00225 

910-940 

1.7270 

1.6885 

60100 

-01825 

000 - 200 

6.1 EDO 

50900 

128200 

-228 

700 - 100 

1303X0 

128500 

344750 

- 

500 - 000 

340500 

34.4000 

413000 

-05 

500 - 500 

410000 

41.100 


12.7704 

20 

127271 

20 

120GSI 

16 

T02B 

37.44 

19 

3701ft 

20 

3683 

IB 

1027 

6.01$ 

15 

60959 

18 

53165 

10 

1044 

55179 

20 

5X01 

20 

5006 

17 

894 

60843 

21 

6063 

21 

50124 

18 

1057 

18151 

21 

18098 

21 

1.7847 

18 

1039 


-47 

307.435 

-88 

318035 

•05 

624 

1083 

07 

13619 

00 

10944 

-08 


1791.73 

00 

17897 

06 

17594 

13 

759 

3744 

10 

370145 

20 

3883 

18 

1027 

20ft 

22 

20387 

21 

20112 

10 

1018 

7.7D68 

10 

70968 

08 

76689 

08 

919 

18501 

12 

195059 

14 

18308 

10 

927 

154172 

10 

153835 

10 

15106 

15 

76.7 

60561 

1.4 

airatt 

14 

70S 

14 

842 

15323 

24 

10233 

15 

1.4856 

30 

1040 

18298 

19 

10239 

21 

10997 

28 

1051 

1069 

-10 

10817 

-10 

1-1052 

-16 



1.4772 08 

00785 -163 


1329 08 

7.7713 -38 

4235 -121 

140345 64 

43333 -93 

13473 -18 
42219 -9.1 

17527 -08 

1.72S7 -23 
65068 -138 


14757 07 1.4714 05 808 

oasis -173 105665 -180 

- 1133 


18233 08 
78233 -4.1 

4177 -118 

139.1 63 
43303 -113 
13527 -1.7 

4332DS -107 
3.7568 -08 

1.7365 -23 

5G2S -11.7 


ttatruauunv 

nWedians Thtraiavii 


inuMSnUMUikuM 
HWUhWlMatHB— HfclMMHMI Uff r tf 


ftra SHhgtaracaaftMkrUiBaAUBftM taHamgeiMDa aa Mu ISKnapoStr 
tdtmmIUm JriU ©M 


» - * 
.» \{ . 




|DlH|iSlr8llMbrra**UDftSWI 
JdlX Wr an WIMUI W. ate iri# IV Mi W I 
naWUtytaiU 
Va ortHgi aw giHd a maw m ©a MMk m ft a 


imaiHHMK 
MnukHMiiaiMr 



18128 03 814 

82193 -6.1 

47315 -108 

13171 62 1113 

4.7153 -107 

13715 -1.4 

45097 -11.4 

17719 -06 

13877 -24 

53463 -78 

36735 -33 ■ 

48.75 -162 • 

JKWraNHMMcB 

EP0T sri FORMED WO 


1 WORLD INTEREST RATES l 

MONEY RATES 





Jri M On ftc Dm 

Sri 

One 

loo*. On 

Am 

rejs mam mss 

rate 

yea 

inter ra® 

rate 

Brigtei ¥ 3A JJ 

3? 

35 

600 2.75 

_ 

trance K K 3E 

3i 

3" 

4.60 

3.30 

fienamy 3jJ 3i 3Q 

W 

3T 

4.50 ISC 

3.3Q 

MM 6i 6- fe 

52 

4K 

- 


Wy Si 4f 


a.*, 

650 600 

585 

fafrartamfc 3i 3* 3)5 

4 


- 2.75 

3JQ 

SwttzariM 2Vi 2£ 


n 

- 10» 

- 

IS 53 5; 5=» 

s; 

5B 

- 500 

- 

S ? p 

t 

c 

- 000 

- 

a $ LBOR B8A Undon 





htebMk Rrfng - Sli 5 ; 

514 

52 

- 

- 

BS DoBar COi - 5.43 5.46 

5.50 

5.56 

- 

- 

OD Linked 0s - 4S 4H 

4’b 

4.', 

- 

- 

SORUDkadte 3L 3fi 

3C 

4 

- 

- 

laran imiat Mag cm oaae n as era UBtam ma. mm 

A if an 



Ud net m a » to 9e itrariC tem Us usi sb. ecus SOT w Own Bu 


QIR0 CURRENCY INTEREST RATES 



Jri 14 Shtn 7 d«5 

One 

Three 

Sh 

Ito 

ton noVcQ month 

iwrtfta 

rnortte 

1“ 

Bripn Franc 3S - 31 « - 3fa X. 

-31 

S’ . -3h 

3S - 3to 

s:-3? 

CSosh Krene 4-33 4-> - 4^ 4V 

- 4* 

4'B-4i 

4i-4i 

4i* ■ ii 

fieraan Ite 3^-91+ 2i - 3). V- 


31 • Sir 

r>. - a; 

3! - 3‘. 

Dn93t Sufete £ - 33 E * 3a % 

- 3^ 

KK 

4i - 32 

32-35 

tote Fnac X ■ 3^ X ■ 33 

- 3 : 

53 . 3r 

3i. - 3»i 

3 a • 3i, 

totfiTO Esc. 4J - 4A 4fl ■ 4H 43 

- Ot 

41 - 4-5 

41-41 

4’. - 41, 

Spate Peats *£ - <j - <4 44. 

■ 4’a 

41 . - 4!> 

4 1 -! - 

4i-4i 

Sudng 7 - to, 7y • 74 7J. 

- 7= 

71-71 

T - 1 - 7T. 

73-71. 

Sras franc 2^-2 2i - S J 2 a 

•2v 

?i-2h 

?•'. - 


Crafco Ma *Z - V* «J - 4S 4:1 

- 4>i 

5 . ra 

5 i ■ 45 

5i % 

IBDtef 5V-5W SJ - 5^ 5re 

•5»i 

«-s: 

5'+ ■ 5>. 

S5-5J 

Catan Ub 5; - 5i • 4J 5 

-4f 

4'. - 4V. 

*•? - (h 


-tense Yen ‘ - £ 


r. ■ 

l 


tea® Slag i - - 5N • Sfa 9 

T 4 ? 

8S-7J 

5L - Ki 

Bi -72 

U 01 ran eras artotons Brito aid rra oera iw W nance 



a twee Mount poor nnuss oftirpms wwora obm ra» 



Opes Sefiprce Oaoge 

«3h 

Low 

EsL w* 

Open n 

Sep 96.385 96360 

96.400 

96375 

5024 

63073 

Dec 96.130 96190 

96200 

96180 

3.711 

(6641 

■ THREE MOUTH EURQHMK RTTURES (UFfEi* DM1 m poMfi Ol 100% 


Open Srilpnce Oxave 

H0> 

LOW 

L4 <M 

Open kit 

Sep 96085 96390 +0010 

98.400 

96 380 

70519 

475150 

Dec S615S 96160 +6005 

96175 

96145 

271D2 

487919 

te 96060 96075 +0010 

96080 

96956 

1BI43 

470622 

An 95350 95065 -0.010 

95070 

95350 

13247 

163288 

■ ONE MNIH BMMURX FUnRES (LfTB* DM3m prena ol 1HB. 



Open SApnce Doner 

Wgh 

Low 

Ed. vet 

Open Ini 

ItQ 96480 *0010 



0 

0 

Sep - 96405 +0010 



D 

0 

■ Twa mouth eoroura nnuss (Ufw- liooom pram m 100 % 


Open Sen pnee Oargr 

Hgh 

Lon 

E.4 w» 

Oppn ML 

Sep 95060 95040 -O0» 

95 570 

96530 

16318 

184442 

Ok 96080 96000 +2010 

96 100 

96060 

315? 

158962 

te 96060 96060 +0.010 

96060 

96050 

2369 

218772 

Jtoi 95060 95060 +2010 

95070 

95950 

406 

559*2 

m THREE HflHTH TOO StaBSS HUHC R/TUCl£S Q8fQ SFflm pans Id 1001h 


Open Sec price Change 

Hgh 

UW 

Ed. ed 

Open kd 

Sep 97800 97.600 *0010 

97030 

97 770 

14031 

95424 

Dec 97000 97800 +0010 

97.630 

97.560 

0165 

50363 

te 97040 97020 

97.5EO 

97.480 

1721 

26857 

JUl 97.440 97430 

97.460 

9741 D 

2422 

1866S 

■ 1HB U0XIH BJR0YB) HITURS (UfTE) VI 00m pekdl 0 ( 100% 



Open Sett price Change 

«9h 

Lira 

ESL vet 

Open M. 

Sep 9223 9904 - 

9923 

9923 

1000 

fata 

Dec 9922 9922 -001 

9922 

9922 

1600 

no 

te - 9920 -002 

- 

- 

0 

n/a 

* UR man aba eaftd on 4PT 





■ TWEE WORTH EURO RJTURE5 gJFTC) Gculm prints of TOOK 



Open SaBprice Ctonge 

w 

Low 

Ea. vd 

Open ML 

Sep 95000 96000 +0015 

95000 

95090 

161 

15714 

Dk - 96.110 +0005 

- 

- 

0 

7498 

te - 96065 +0010 

- 

- 

0 

4676 

Jen 95055 +00)0 

• 

- 

0 

1830 

■ EOROURA OPTIONS (J8TQ LI 000m poWS dl 100% 





Sfrto 

Price 

S«P 

- CALLS - 
Dec 

te 

Sep 

— POTS - 
Dec 

te 

95RS 

95750 

0060 

0.030 

0355 

6380 

6145 

0240 

6025 

0050 

9S875 

6010 



6345 




a. wi kw. mb 916 hta a nm <*fs open bu Cn» iibcb ms io9sn 


CROSS RATES AND DERIVATIVES 




■■9r. >■ 


* . 


EXCHANGE CROSS RATES 

JolM tfr Wr FFr 

DM 

ft 

L 

• H 

Mb 

ft 

rto 

Sir 

8ft 

E 

cs 

S 

Y 

Eca 



Seighm 

pft) 

100 

18.48 

1607 

4050 

1028 

4783 

5.487 

2061 

4960 

411.6 

21.67 

4068 

1046 

3089 

7fX» 

678.4 

2457 

W -r-: 


Denmark 

m 

54.12 

10 

8005 

2.625 

1.043 

2588 

2055 

111B 

268.7 

2227 

1103 

2012 

0091 

2159 

1450 

2017 

1030 

. ft*. 

- 

France 

(FFYJ 

61.48 

1108 

10 • 

2061 

1.185 

2940 

3061 

1207 

3050 

2510 

1132 

2012 

1012 

2452 

1057 

2310 

1010 

'••I - ’ 


Germany 

(DM) 

2062 

3010 

3065 

1 

0097 

9880 

1.127 

4051 

102 ^ 

84.88 

4468 

0043 

0039 

0822 

0556 

77.61 

0007 



bated 

OQ 

5108 

9086 

8.440 

2016 

1 

2481 

2036 

1669 

2570 

2130 

1104 

2121 

0054 

2069 

1099 

1950 

1075 



tab 

(L) 

2091 

0086 

0040 

aioi 

0040 

100 

1114 

0031 

1008 

8005 

£453 

0085 

0034 

0063 

0.056 

7089 

0051 



NethwtanOs 

(F) 

ia» 

3080 

2078 

0087- 

0053 

8740 

1 

1771 

9001 

71^ 

3064 

0.748 

0001 

0730 

0.493 

6804 

0449 


* 

Norway 

(WO) 

4801 

8064 

7.B92 

2053 

0035 

2320 

2052 

10 

2400 

1990 

1001 

1.983 

6799 

1035 

1008 

1826 

1.192 

m. * ■ 



(fe) 

2614 

1722 

1277 

0077 

0088 

9630 

1.101 

.4152 

IM 

8288 

4065 

0023 

0332 

0.803 

0543 

7501 

0495 



Spain 

(PN 

2400 

4.490 

1»3 

1.173 

0.468 

1162 

1028 

5009 

1266 

100 

5066 

0093 

0400 

0969 

0855 

9146 

0587 



Smite 

(SKr) 

46.14 

8025 

7006 

2038 

0089 

2207 

2022 

9011 

229.1 

1890 

• 10 

1086 

0760 

1040 

1044 

1717 

1.133 




(SFr) 

24.46 

4521 

3080 

1.186 

0.472 

1170 

1038 

5043 

1215 

1067 

5003 

1 

0.403 

0076 

0660 

9206 

0801 



UK 

(Q 

6074 

11-22 

9083 

2046 

1.171 

2905 

3021 

1202 

3010 

2500 

1117 

2483 

1 

2423 

1038 


1-492 



Canada 

TO 

ao7 

4033 

4079 

1016 

n nw 

1199 

1071 

5.1B8 

1245 

1012 

1434 

1025 

0413 

1 

£676 

9407 

0616 

<r-a. ^ 


USA 

n 

37.09 

6054 

1035 

1.799 

6715 

1774 

2028 

7046 

1840 

1527 

8038 

1016 

0011 

1.479 

1 

1380 

0011 

A ■' 


8 ftan 

flj 

26.57 

4009 

4023 

1089 

0012 

1271 

1^53 

£477 

1310 

1090 

5.758 

1086 

0437 

1080 

0716 

100 

0653 

> •- 


Ecu 


4670 

7021 

6022 

1074 

0785 

1947 

2025 

8061 

2021 

1670 

aim 

1064 

£670 

1024 

1087- 

1512 

1 


ipk «:-= 

*» -V* i=* *- 


B ;•? -r '■ 




DHrii Km Fnaa Fk. l u i ^e tan. w SMrii nrar Mr Kt tefte tea, te, WM IA ari I 
■ B-M8BK TWUM8 (MM) DM 126000 per DM • 


DM 

Mr 


■ SWISS HWWCnmiWES (MM SFi 125000 ptrSFr 


i pa tea 

■ Jimuese 7BI RflUES m Vn 125m per YM 100 


Opn 

ITO 

Change 

K» 

Lou 

EsL w) 

Opee W. 


Open 

ITO 

Oange 

H* 

Low 

Eft «0i 

Open tat 

05571 

05580 

+00009 

00509 

655B6 

41,112 

102827 

Sap 

671 36 

67179 

+60039 

17192 

67118 

31017 

108,731 

05610 

00809 

+80001 

05810 

65600 

83 ■ 

629 

Dec 

67220 

67283 

+600E5 

0.7285 

00285 

31 

1,458 

00610 


- 

- 


az 

70 

te 

£7345 

- 

- 

— 

- 

9 

1027 


■ 8IHUK nn«HB PM9W500 pv £ 


Sop 

00616 

66634 

+00008 

68940 

00810 

Dec 

00689 

00691 

+00008 

66801 

66895 

War 

O07W . 

- 

- 

- 

— 






UK INTEREST RATES 


LONDON MONEY RATES 


i 14- 


> r 


0m* 

ntfl 


7 ftys 
noOcs 


One 


Three 


24525 

34 

20 


9n 


04384 

343 

17 


Che 


Sep 

Dec 


18352 18328 -00020 18362 15288 


13390 35020 

28 964 

3 


EMS EUROPEAN CURRB1CY UNIT RATES 


Eca cen. Rets Drag* 

afee aoTOEeu on ter 


% ■»/■ (ran % aprean D*. 

cen. me « makes hi 


Beta* Starthg 
SteMg CDe 
Treaoiy BM9 
Bu* BB 

Ucta atenOy tepo. 
Dxont Uariot ftpi 


9-6)4 7H-7» 77i - 7* 7U-J 7J-7H 7A-7J 

7g-7S 7g-7| 744-7B 7J-7« 

7»-7i 716-7* 

7i-7J 75-78 73'2 ■ 

7H - 7 7tt-7J 7* - 7* 744-78 71-7| 7R-7J 
7H - 70 7)4 -74 7M- - - 


wtr 


M •* 


UK deuino t»* base taedng te n pu cert t 

up m i 


» jn 4, 1096 
1-3 3-6 

otanVi mmetB 


60 


9-12 

mate 


Certe a( To dep- 4 

CMUiHftP-tiwrCMnaoatate Oueaft^- 
tantoHl JBW nUM 7.1Stec E0E0 
Ittft. Hgratf MB ta PBtNd Jd 2fl, W • ®, 1l 

JOHwSjr* iSSTte— »*»7.»TO B 


65 


65 


63S 


025 


357500 

0.796244 

195751 

105220 

Mice 

754257 

583186 

407544 

001125 

137738 

1 33119 

22Z7B9 


non sw Meaats 

OK 0863044 



3273B2 

0783737 

194622 

167393 

201.778 

751828 

581300 

400808 


137268 

130784 

232378 


-4X544 

-0800853 

-186 

-0103 

-0168 

-080498 

-080524 

-08292 

-000436 

-080146 

-00109 

-080155 


taema* _ 
mb 5W tam »•**• 1 
sameaUTpc-Mn 
Hras Bm Rm ape I 


•aiprarteSO. 
HtbpoWte 
81. l» 


0808985 +08031 86 

i Mdiatl 


-033 

-157 

-053 

-048 

-4U5 

-035 

-028 

-025 

-025 

-024 

-4X24 

-019 


235 


586 

140 

045 

030 

026 

016 

0.10 

087 

007 

005 

005 

ana 


-2.45 


*4 i‘- 

»=V- -■ 


ife- «TO. 

ft? 

; 

. 

-v*r. 

■ +-,v 

. r 

•' or .■ 




■ Traa imrmCTBiteniTMgaJ mesoaoM 

ten Srtpte ^ 

on « i +A05O 92290 92210 34830 T7567B 

3 3 « M M 61340 

+0085 92560 92430 54178 183SB3 

- mm US nm . **0 m «w 

IS -+0075 9C340 92850 11709 839(8 

an APT M Open kirns kP« b TO* *»• 


i l*B m bM raw Bd ££» mol tfti ft t aw Bd I* aW HHkO p 

4 Bs anBeft m m few u Ea bhS m T7»i2 Mftv wrara »w B» ' 


■ PWmaPHASEE^OPnOUSCT 259 (cette per pCCTW) 


&P 

Dec 

ffm 

Jun 

Sep 


SMka 
Pitta 
1520 
1530 
1540 

Pwtts ftjrk wt, Ckft 2 ftas i . «» te* wee «. 0* f2S4 teg J4J5T 


Pug Sep Otl 

251 250 3.19 

152 226 252 

12S 1.76 219 


teg Sep 

0J3 135 

1.10 1.77 

15B 229 


Oct 

201 

251 

296 


■ PHOAO&riMSE D-MAHW OPTIONS BB2^fflC (S per DM) - 


■ SHORT 


MB 0PT10M5 (UffB £500.000 


ol 100* 


site 


CPUS 


» 


SOM 

Prtca 

02375 

92500 


8040 

0015 

0005 


CALLS 

Dec 


0.100 


Mr 


0240 


Sep 

— PtfIS - 
DK 

te 

0.195 

0068 

0088 

£245 

0080 




Price 

tag 

Sep 

Oct 

tad 

sep 

Od 

6545 

. 

- 

- 

610 

630 

0.45 

0050 

688 

1.14 

100 

029 

£45 

002 

00GB 

658 

004 

Hi ■ 

648 

666 

683 


PBfturanmU Oft lio has . TO te»og«i UL, 0W 30H MB MIS 


” dii *» TO 30171. Puma ft* te. *. « ™ 


ft TBB MDKID HW0P0I1AM (BM) Sin pelnte Ifl 100% 


BASE lending rates 


% 






nten&cempte 7 - 5Q 
AftyjlrtsriBartcfGffi 750 
•HmyAiteW 750 
BweoaawjVliciya 750 
BoafcdCypna 750 
BonkelMtan) 750 
BgnkolMe 750 

Saw d ScoOenO 750 

8 artftyeSan* 7S> 

BrtBkdkfldTOI 750 

•a H aSte>y &a,u3 7£D 

CNbteiNA 7 - S ° 

CMaateiBank 750 
TOCCHm«#«Ba«i750 
Gouda 8 Ca 7SJ 

ffiS“S 


enMerTaotUnted 880 
FheK lal6QenB^ &00 
■Roden Beming 5Co7SJ 
■ QjIm asUmhcn 750 
HriftBaAPOOikti 750 
WWntaoaeeift 750 
t)n rtt r hfc» 8 Gan kwEk.750 
CHoereACo 7® 

HwtfW’B * ShomTO 750 

(hwsWrSBrftftKJLiffS) 

jj^HodBateft 750 
^__ oM Jo i4p hSSW*750 
Uoy-Ber* 7^ 

mjdndBank 750 

mWtednineeet 7 -* 
•RbBVOW 750 
n^Bke/Scoeani 750 
ScrtflUt Wktom Bai* 750 


•Skigef 5 Friscfcnte 750 
•SnUiSVMtenam 750 
Sun 9 k* 750 

TSB 750 

Uite) 0er*dKuwlL75o 
Un6irThuKBei*H6 750 
VWranteLddhB 750 
VWahtaBU* 7 so 

ft ManftoreSUmtan 

feweataiantteAtag 

AasocWton 


(TO 

ITO 

n*nig* 


Lou 

EsL mi 

TO it 

9402 

9402 

-001 

9403 

9401 

36062 

S140I7 

9400 

0430 

■ t. 

9402 

9406 

31168 

381862 

8408 

- 

- 

9409 

- 

54J32 

337788 


Dae 

Mar 


■ usTRStsnrau fuiureb pa« nnperim 


Sap 9458 9407 -4101 9500 

Dec 0507 9506 - . 9108 

Mar - . 9588 +4101 

ft Opm kaaea te m hr ftaftK te . 

■ SMNfflX OPTO® (UFKJ Win petab d 100% 


9407 » 3,791 

95.06 2 206 

I 8 


suae 


CPUS 


nns 


Pita 

Aft 

sep 

Qd 

. Dec 


5W 

Oct 

Dec 

96375 

axes 

0055 



nmif 

6040 



96600 

6008 

0005 

0 

0010 

6115 

6115 

6340 

£350 

89825 

0 

0 



0236 

0035 



98750 

0 

- a 

0 

0 

6580 

6580 

£590 

0590 


Eft*** 
II EURO 


cm 1EZU pm 8536 te«H df t ft* ft, cm 3BX31 MB B4DB5 
~ HWC(Pn0te<L8TOgrimpftftdi0» 


Site 

Price - • 

TO 

- CALLS - 
Dec 

te 

Sep 

— PUIS 

Dk 

96900 

0070 

0060 

£110 

0270 

1480 

9B125 

• £040 



6085 



Mv 

0590 


at bi «bl oft MO tm too. Mh tel me w. cm raa rm ae*a 


NOTICE OF A MEETING OF THE HOLDERS OF EACH ISSUE OF NOTES 
{NOTEHOLDERS) LISTED BELOW 


vmr 1. fci I IF.RFB1 Gi\r\ . «m W -f ikr McW- <4 nHinur (lhr tear) d Now. 
M M* ■ A» Wr>) of I hr rrk+BBI r mT hwl W» lihr to" J n«whaml In «to Hhm 
inr+ Jr»J N+rd Irto lihr Tnm hnfl mil Ir hdil ci ihr «i*r- *1 tm Won (badra lor) 
r*i ■» IW. Ml I to nlTLrrs uf IVirfon I ’ i wn Tm+ 1 tmmfmm nf V» 1 oci. Ih Bai Ibl. 

HI V nun IjJalani. I ankm HUT OU* tar ito papK rf m lilmiip and 8 i k n+J« fit 

«3 I hr hteof l.irnordtan ff de lta 

EvnuoanrsAHv Rtsou-noN 

mvf (hr Mirr-rf i hr W af ilir Iv+r-r iwNdBnl b> I hr Tnm Orrd aad mjdr li mm 
I hr lv.tr, aaal J P. Mfan Tn-rr Lid lihr Lmune Tnttrr'i brrrln rrtor. Uhnnc lb- 
■Uifilruai ol i hr tor In i hr Fjmuic 1 rwn ,4 ii- CMto Irw Mil Snn» b—Mr " 

Ml+iiuL VV. h.jpiKinr ikr i|fiumr>l >8 1 >mpTtM,rj>^an Inmml «. inwrr 
to ll» inr+> nnWMnl In ito Tnr+ Dml ip phrr to ihr Ftoto Lnmrr ami hrrton aollMM- 
wl film rnrh III ihr l-urr ato ite ) Tmnrr n, nm,. prrfim ato ronrar ai aB «urh 

Mwrif. aial arr- »- nai L» rmtorto h, ■> io hr rn m n » r+j+Jlmi hr m 
■ankunal m ihr mfihinrtnMan to Uri, im+nnoti 

T toil I to n p i. nmnwl hilr) n+ne Tw* 

Thr qmjromy irtpuml hr rnt, Mn+in^ muI Lit un slpwmnl ^rh c m n- r. -r, «n m 
l«mcmiii 1 .4 Isitnc ml <fimm M». 

la atik n- Mml pnnn. ifcr IxMlojr Tin+rr r,|»r-r- ao.^hom, , B ihr ■nmi- 

•if ite potato riupwn. 

BtCKCHOLND 

Id nlana la rarli l*nr toNur. Irardlrhn ito Ku+imrT>Mrr ha- pnra mw n> ihr h-anr 
to ikai I— nral u.anrnuiwi »r. -I p i «. mr+rr undfT ihr Ttwi Drto irrr+himap ihal tor Thr 
I ■ <ri ia« a m in+r, miih ihr |tnar a^imto In Ennutown Itotam .if ihr 

I u 4*r to ihni l-<jr to ila Vnr. 

urrrsc vm>qu«iiu 

into In ih* Nahrw 


•Ur Inan ikr^nilnl 


In rrLn 

II* 1 


n. rarli Manila. 

■ to+r h ahVr atoiaw Ranimul nnJ vmr n ihr Vlranq* in prmn min pnalwai ihr 
Mrnrm U told wane n tf amr «+ tafid w,«anmlnir.rtol»*r»M Vjnu 
irlaitir id ilr \ota|«i id nn|«n to a lirh Ir ■V'hr. la liar; 

,a> a Varhuhlrr bu midita; io aimto Dto \ur al ihr Mm ids di Jrtvai mot rakn 
■Mhn k. lUBiptrnihairM hi ite |nva wtrni to »»4ir» hi Dirrud mi hr. totoH 


•r pnr ■ tiling to-lronim im a tiainc a+ranna hr 
toXrr| .) to thr rrlnsw Phiihc Ip+al-) ^rntoil Irton | ■n+nriracni’+nma Paimp 
Irn hrb> hi Denial a pmt hi annto rail tw di riv IbriMf id 

arrardotor • hh to. D+ninlira.- 

(8il \mn-l amt (lu ito vutoniai to ihr n-bnrai Pdimj: Vfnn • Ir Ih-LI hi <>i»W k 
naVr a- rum ito ir to lihvinl In a d|»4iarr lihb; ihr uunr fir ito tDipw to 
tonahmai itomp randirwr- or pnnp .nrlop n+nnran m n-pm ito Mmau '.«f 
ant to j i rai iBDi itofnto) W w Ml all am hr towto Until ito i»dr to ihr 
n a riap n to &r Wruap lar- •? ^n*»aJiV. am Ddramarai to nab 'tarnasl rod 
■to mnm hr to ito tonne mrtfiraar(ai at. mh ton ihra +fl laan Lrfiar ihr mar fir 
-lu. h ihr Mmlnji ir. irjjflnhk an adpaw ra to-arfcMmUpl i-uaitranL 
liar ttoha: D+niiiD irm|H|-| i-oa-l m n>|irn itoinaf 
a. Ill irlalion m nrh Vlmaf imnnril In llat Naur ihr •jimim minimi m ito Mm I nr 
hr ito pa-mu to ito RunonfinarT Hntoumm [ito Antoaiwil n an tornr - ian ■« 
rav prr«mt |iinn Imhhnp nainj; rmdiratr. ir to+ap |mtir- *r ivjimraiDinv- aad 
buhltnc Of rq HT-rm i np in ito acpTfim au Ir— than ■ rh-ai Mpcm to ito (rm^to 
■noBai «d ito Van far ito ilmr Imp un.madiap 1C nihiii IT rauir. tor* ito ia, 
mpeinml li* ito Mralhip a apamoi r. uu prrn bi ito Mminl ito Mmuir rill *and 
ajiarwil ilia ri.li frrML nm toav ton iter 1+ An - mr DHTr ikm +J iLu - am) hi 
nil mar alto |4ar>. a. mat Ir ajif-iiiurd In ilr Uiairmra u( ito Mm me) and ito 
Brrdmirn rill to unrUrml ol lira ad)raronl (faitaf :»«■, id thu+i rdl to pnr m 
ito Vtatomhht.J Tto ipanai rtD to Inn ar rarr |rr«a. pr—ral hiklmp tunas 
imftraai hfiBp |rntir- or irpir rainlnB- Ttotr 1. 1*> anaraira fadbiig ii-inarnam 

,«i UL+Btun WUOa.MlMS 

In trial MU m rarh In to Vo- Irani Irtor. ito Ttnrl [toil nB-iBKat ihm l-ar >unian> 
pnnmra. ntonnp la umne ami rnpr- id ito Trim Drrd mat to aa^mnl ai. and «i«iaf 
nmliniir- aad «hrr dunainil- irfc+f—l Hi J»vr mai to idaimn) lit \i+rfaikliT. Iran ito 
imficd bUbti.i .4 ito irfaiaaa Paimf Ipaii-l r —m to+u* 

PBINCIPU. curve tCEVT 
MOKUVMJ .\RVVT1 rm ST I JIMP \M IHMT IliRK 

llwrl 1'iiah N"D 


THIS iwnch IS IMPORTANT. IF NtmjlOLDERS ARE LN ANN DOl'BT AS TO THE ACTION THEY SKM.U> TAKE THEY SHOl'LD OJNMET T1IK1R 
STOCKBROKER. LVWYE3L ACCOCNT.ANTOB OTHER PROFESfilOV AL ADVISER W1THUIT DELAY. 


blhrnM«r«M 


■rl fitber RaUn Tlwnpiod 0171 3005741. KiwbW 
DATE Of 


frSI'ER . 

Opllmai FSaasrr B_V. 


D»Jrf0IPTTO\ l»r BOVlfcu 

Scrim I.A LLSS4OO0 OOjOOO .hart Rarkrd 
Ptealiap Raw Nairn dor 9013 
Scrim IB USSISSJXKLOOO Am* Backed 
tleaite. Rule Note* dor 3015 
Scrim 3 lsS310OO0OO .tort Barked 
F1 saline Rale Naim due 3018 
Scrim 3 i a$6O0OOj0OO A*Mi Braked 
Flooring Raic Nrtm due 3013 


TRI'fT DEED 

50 Jausan IWJ 


0171 3003747 or Uteri » tw 0171 .V».*,74i 
TIME. OF 

\tLt~n\c nnsu urw 

10.00am Morpao Cuaraim Triad Caapaap 

ot New Yack. Bnaarh oOlcc 
Basque Uainlr lavnabauqi S-A. 


NOTICE OF A MEETING OF THE HOLDERS OF EACH ISSUE OF NOTES 
NOTEHOLDERS) USTED BELOW 


VfTX I to HEREBY UDY itan <i Mmmj id ito ha lii n «4 rach Hw lihr teaci id Y««r- 
Itenlhrioa llbr loPn ltd ito rrirteaf mBVbdrdkiM lihr tear* men* an] to ihrirlmara 
imm dral B*»nl brlaa (ihr Dini /tot/) mil hr toil al ito ihnr- n+ •« brim (Lucira bon 
ran latfiN likLaikijracJMwonVaml! Tnaa * nnqra i dfat Virk. PflUit IOI. 
Id) Ylitirla Lnduafiima- IraikmEr+l 0/Phr Ihr |nH|HW id runchtnae and. rfilira^n fii 
rrto fiAmuw Yurwunkan Hnthatm. 


EXTRA ORDINARY RFSOU.TKA 

THAT ito bdfin nl ito Yb* nf ito I— urr .w+wnl to ito Trmr Dml rad nmdr hmm 
■to kaarr aad Yfioraa IHurmmt Tnw ftonjMm uf Nm M -ito Cn*ne Tmabti hrtriw 
mhr. hlniai ito i.flBqilrcu* id ito air In da- Ld+ap Trurrr nf a. Odd Trad utd 
Iftnn >nrr> I a Hum hi I jiiliral. N L. In appnnr the naamrai uf l 'iir«p Tradrr 
fjneant T jnBii a. inmrr of ito liar- rira+ilalrd fat Ar Tfd Dml ai (toe nl ihr F.trddlC 
Tncwr ondhnrin oathufar rad ifimt ndid ito l. arrapd ihr F.tr+iae Tm* H» raw. 
rrftrm rad nantr id «B su* Jmk iw nroa rad an. at ara to rur+dnrd In ii te to 
am .art or ■ qvd m l far •* tarhlraral n. ito a ny * m b ram .ra id ihc m n h irt oa. 

Fnrh Ylmin; a rnatnrd In ftr Eiinlrt Tram. 

Tto ipiBim ittfairvd fir ruh Yhriac and Bd rat ua^nraita if ra* mntinf it ra tan hi 
ponenph 0 <4 lofuyt add (hraam lri"i. 

In ir-i-Htfaftir Itk B- a imu J pncilrr ihr KiMSf Tmirnfinr. mv quHi I* ito *>rr*. 
of tto pn qu.fd BIIM^J BUrO]- 

BACkClMRNU 

la trioiMB lortrh l-rc id Sum Ihlrdtofim ihr Urtiw TnoCr too |^tni ae+to- 1" ito ■-+"+ 
id i hoi l-rar id it> laMahHi |u meg B* ira-irr raih-r ito Trad Drrd ina laiaafa ihai far. 1 to 
tonrr aui are**" 3 Dr> l »'> r r Mb ilr |m i^iiml to Emwnfatri Rmfiiw Ito 
kiAfai. id ihal l— or of ihr Nir. 

V07TM. AND Ql ORIYJ 

I. to friaraa ui r» b Mrritap rumrard to ihc Vilat- 

fil a '■arfadifar.Uifap u. ucttl ml -*r rr ito VIcrlBf La |>moci raw pntbr , at ito 
YfcrilnK ■ '* lid 'frtru rrrafirah- ir lafal iwlae i hfil Mr- k-ar<( (* a ftn*a Iprnt 
ndautrmito Var(t). in mfcra of ahek hr vHtetwndc 
(Ifl ■ Nurhritto u* nfalioa P> *l»te rad tar dl ito Umu- m pm* rail rrtfar! 


fifan hi- t**xae rrrdfirmr(-) Hi ilr pntn t in a ir * —to- lu mi trad an to. Ichalf 
ai cur a tniioa lO BWitl i* Ira a tadna nutit,* fanaifiMraaddr torn ito qmlrtl 
idtorlt) nf ito irinani P«u>8 W*alt) ^acdlnJ tolra ) raanruae ■ irlnoM Patioc 
Vr* qrt+[M brio* m D|*ioini a |nn ra ailrari anil nor at ito MrrUR in 
amathuirr ofah he h+ran». 

:ui VwN-1 mm (is ihr oihteiiaa nf ihr irfaiom Pkiiap Ippml to toil Hi »• irilrf ur 
aadri ■+. n ratal <r hr blarird by a drpratin h ufifi ici ilr sac hr ihr intfi-Hc ul 
dbcalmra May rmdVai . - IB cHIne '"*K an+na+am a It-qni <4 (to Mrrray . (w 

Mil adj ranuan d itorrof). Mir- -■ WU till ib* to n b an it land ito rnitor id ito 
■ ul n a ui ito toi m i or J nqd aik l c . rat adjuamarM id rarti Mmiac 1 nai ito 
■ ui i r ad ii ul Ito tulHf rnHfrMrf.) ■* it* to- itoa +A hum fate ihr nor hr 
•hah ito Ntomp l*r. J apfitraMr rat at^raranral id adl Mc+ai-i r lontrihd 
ito tauap ■asr*rt**i icrrljui-l anrd u mpen ihrmd. 

i la tchoart Hi rarii M n ilap rnn>"*-l I* ihi-Vatrr. ito iprrun, n-mr-d al ito llrruapir 
ito pcac ud ihr L-inaoifiaan Rr.* h l*n -ihr CmLiial -n .a alrar H ia* ur ut*v 
l*TB*r Jirmu lirifii? turinc nrtiBlran^ tr hr hy pair, ur apmnuhr. and I mb fay: 
ir njrmain? ia lie affnrolr m* to* lln> a rirw pa|M*t j lie |nmrq iri o&jmk id ito 
Nar. hr ito lmr brine pUU m i d a B 1L within 1 j Baumr- (nm ito tm. a|i-mr-d far ito 
MmhimiBniHm [rm al ito Ylrriiae- ii Rnbf *i0 -t*ud rtpranl ilr -ch 
|>mui bm tome far. I boa M ilkt- anr mr ibra +3 dai ■ aad w -urh nm aad (tor. or 
ran to anrann) U ihr iRmiraaa id ito Mminxl aad thr RruJuraa nil, ntmiifintl 
* cha, aOrmmnl Mrnms (antorrf rhrh ai# to fbm m ito NurfcaUrni. Tto ipmi* 
adl to rar ar me rr prmw firmi toUliy tuitoc nruSwtm, ir tooq; (rmr. ur 
npnnalirv Ttorr n no mnuimn htec anpram ■* ilu* wima. 
A1.UIABII2T1 nr rVWUTNTN 

b idMB ai rarh fa+r af Nian I bard Into* . ito 1 |W Tim! ru*rd*ali*c Aal tor runura- 
|m*Bi«H irfaimc m ii rue •*») «ter» id ito Tnn Dml on to nujarird m nl n**? 
n-tliTmr. aad <*bct iknona irCrrird t* abate na* to rtnaiar I hi hahlbn Inim ito 
yi J u d rffiru], 1 n( I hr irlnral Pvm .kft+rfa) (b<B totoa 

PRINCIPAL PAtCNC. \CENT 

MuRnvNcriRwn rm <t umtp.vm ot- \k* yure 

Itom) I'l/alt Ite 


THIS NOTICE IS IMPORTANT. IT NOTEHOLDERS ARE LN ANY DOLBT AS TO THE ACTION THEY SHOL'LD TAKE THEY SHOl'LD 14 KVSVLT T! 1E1 R 
.STOCKBROKER. LAWYER, ACCOUNTANT OR OTHER PROFESSIONAL ADVISER WIDIOLT DEI -AY. 

Id ibr nnl of uv queries pbm roqtect rite Robin Hummed 0171 500 5741. ten WHIieimon 0171 5W 5747. 

Dtecl Wynne 0171 300 5740 ar Darid Mem. 0171 300 5703 

D YU: OF 
TfllVT DEED 

KtnelW 


TOKR 


DFSCRIPDOA OK NOTES 


TMC P.UM.B-S. 

Seventh Finanrlni; PLC 
(CUmBJ 


05000000 lUaclirapc Backed Flwteft Rale 
fate* doc 2013 


TIAIF. OK 
MI.ETLNu 

1030am 











C, “ e " ,E5 0 E “ S3 WMiiEBaHj B»aiRff«a88fr^« 


26 


FINANCIAL TIMES WEDNESDAY JULY 1 5 1 998 
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Oil firms on (Commodity prices ‘to remain depressed’ 


warnings of 
deeper cuts 


By Robert Cozbie 
and Gay Mead 

Crude oil prices finned 
yesterday after Saudi 
Arabia, the world’s biggest 
petroleum exporter, warned 
buyers of deeper cuts in 
their August liftings. 

The bellwether Brent 
Blend for August delivery 
was quoted at $13.12 a barrel 
in late trading on London's 
International Petroleum 
Exchange, up 41 cents on 
Monday's close. 

The Saudi warning that it 
will restrict August sales by 
8 to 9 per cent is the latest 
evidence of the promised 
production cuts by the 
Organisation of Petroleum 
Exporting Countries. 

Leading oil exporters have 
promised to make cuts total- 
ling 2.6m barrels a day in an 
effort to stabilise prices, 
which have been dragged 
down this year by a world- 
wide crude surplus. 

Oil prices have marked 
time in recent weeks as mar- 
kets waited for firm evidence 
of the Opec cuts. 

However, traders say they 
still want to see evidence 
that the production cuts are 
eroding bulging inventories. 
Traders on the London Metal 
Exchang e looked in vain yes- 
terday for an end to the 
range-bound trading of 
recent weeks. 

Three-month zinc rapidly 
put on $25 a tonne in the 
morning session, driven by 
renewed investment fund 
buying on the beck of indica- 
tions of greater industrial 
consumption trends. But by 
the eod of trading it closed 
just $14 higher at $1,064 a 
tonne. 

Three-month copper was 
again firmly stuck in a very 
tight trading range and 
ended at $1,654 a tonne, $6 
better than Monday's close. 


while aluminium was also 
scarcely changed - just Si 
lower at $1,309 a tonne. 

Only nickel shifted out of 
the doldrums, closing at 
$4,370 a tonne, some $210 
higher. 

Another day of poor vol- 
umes depressed the cocoa 
and coffee markets on the 
London International Finan- 
cial Futures Exchange 

A mere 2.703 cocoa lots 
were traded and. in the 
ahsence of fund buying and 
fundamental news, the Sep- 
tember contract ended the 
day £7 down at £1.069 a 
tonne. 

Ivory Coast reported that 
its cocoa exports fell to 


By Gary Mead 


Commodity prices are likely 
to remain depressed well 
into 1999, with serious conse- 
quences for the economic 
growth of countries depen- 
dent on commodities, accord- 
ing to a mid-year analysis of 
the commodity markets by 
Merrill Lynch, Che US invest- 
ment bank. 


Although Australia, Can- 
ada, South Africa and Russia 
"may have benefited from 
lower grain, meat and sugar 
prices, this has been more 
than offset by the fall in 
energy and metals prices”, 
falls in the latter being par- 
ticularly damaging for Rus- 
sia, which depends on them 
for 60 per cent of export rev- 
enues, said Marin. 


Low international oil 
prices mean about one-third 
of the 140,000 oil wells con- 
trolled by the six biggest oil 
companies in Russia ana 
loss -making, according to 
industry analysts. Russia 
exported 2.54m barrels of 
crude oil in 1997, but in Jan- 
uary-February this year lost 
9500m because of the col- 
lapse in oil prices. 


With international prices 
of nickel down almost 40 per 
cent from this time last year, 
copper down 37 pa- cent and 
aluminium down IS per cent, 
Russia’s foreign earnings 
will be badly dented this 
year. 

“The decline in commodi- 
ties could not have' come at a 
worse time for Russia.” says 
Merrill Lynch. 


The report gives a particu- 
larly bleak projection for the 
economic growth of Asian 
commodity-dependent coun- 
tries, expecting a negative 
53 per cent for 11181131111, a 
drop of Z2 par cent for Mal- 
aysia. and a collapse of 125 
per cent for Indonesia, 
“much of this the result of 
reduced Japanese imports 
from the region”. 


In base metals, Merrill 
Lynch holds out a glimmer 
of hope, in that it considers 
“all that bearishness" result- 
ing from Asia's economic 
slowdown “Is now fully dis- 
counted in base metal 
prices", with the additional 
bullish view that Europe 
faces the '‘lik elihoo d of 
strong economic growth" in 
the next two to three years. 
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33,130 tonnes in May, com- 
pared with 34,968 tonnes for 
the same month in 1997. 
indicating that the 1998-99 
crop is on target for a total 
similar to the 1.13m tonnes 
of 1996-97. 

September coffee futures 
ended the day unchanged at 
$1,544 a tonne, having 
touched a low of $1,526. with 
a total of just 3,260 lots 
traded for all months. 

The Brazilian Federation 
of Coffee Exporters said Bra- 
zil exported 126 m 60kg bags 
of unroasted coffee in June. 
25 per cent more than in 
June 1997. 


Thailand puts rice 
before shrimp 

Bangkok has chosen environmental prudence 
over short-term gain, writes Ted Bardacke 


S hrimp former Nathanan 
Sowanapicha is 
hunched over his calcu- 
lator, his face beet red 
despite the drizzle swirling 
around his muddy open air 
office-c uni -storage shed. No 
matter how many times he 
punches in the n umb ers, he 
cannot avoid the conclusion. 

“fin going to lose Bt4m 
($96,000), maybe more,” says 
Mr Nathanan. just days after 
the Thai government 
declared shrimp farms like 
his - located in the fertile 
rice growing plains of cen- 
tral Thailand - illegal 
because of their potential 
damaging effects to water 
and soil. 

‘Are we going to be rice 
formers all our lives? That’s 
stupid. Why can’t we grow 
shrimp too,” he asks, mak- 
ing a call on his mobile 
phone to help organise a pro- 
test march to Bangkok later 
this week. 

The protest is unlikely to 
get for. Although Thailand is 
the world’s largest exporter 
of cultured shrimp , it is also 
the world's largest exporter 
of rice. 

Rice forming in the central 
plains is as old as Thai his- 
tory. saltwater shrimp form- 
ing in the area, in which 
farmers truck in concen- 
trated saltwater from coastal 
areas, only started in the 
mid-1990s. 


The Incompatibility of the 
two crops - one hugely prof- 
itable; the other much less 
so - is obvious from a tour 
around Mr Nathanan’s form. 
It is surrounded by rice 
fields, green sfolks shooting 
up through the mud. Salt, 
shrimp faeces and waste bac- 
teria are all enemies of 
paddy. When they are 
dumped into irrigation 
ranais after a shrimp har- 
vest. they put at risk almost 

half Thailan d's annnal rice 

output of 21m tonnes pro- 
duced in the central plains. 

Mr Na thanan employs an 
environmentally friendly 
method of forming that recy- 
cles the waste water. But his 
peers, deterred by extra 
costs of about 75 per cent, 
are not as scrupulous. 

Up the road, another 
fanner admits to throwing 
waste water into the irriga- 
tion ditch. And because of 
potential seepage, even Mr 
Nathanan cannot guarantee 
the long-term salinity of his 
neighbour’s soil and that 
ground water will remain at 
levels healthy for rice. 

So. in a startling departure 
from past practice, the Thai 
government chose environ- 
mental prudence over 
short-term economic gain by 
hannlng inland shrimp fann- 
ing. The decision allows 
shrimp farms in so-called 
intermediate, or "brackish”. 



Thai shrimp formats demonstr ate yesterday outrado Government House in Bangkok against a ban on Wand shrimp fanning 


Reuters 


areas to remain as long as 
they recycle their waste. 

“The decision will halt the 
problem before it gets 
worse," says Banharn Sflpa- 
ar rha former prime minister 
and MP from Sophanburi, 
whose Chat Thai party con- 
trols Thailand's agriculture 
ministry. “Many shrimp 
formers are not landowners 
but rent the land from poor 
rice formers. So they usually 
don’t care about environ- 
mental consequences.” 

say the impact on 
Thailand’s exports of around 
170,000 tonnes of shrimp this 
year is hard to determine. 


The government says only 

12.000 rai (one rai equals 
1,600 square metres) of form- 
ing land, from a total of 

650.000 rai nationwide, are 
affected by the ban. Charoen 
Pokphand, a big shrimp-feed 
seller, says unregistered 
farms maka Hu> figure closet 
to 70A0Q rai. 


Ti 


'he Thai Frozen Foods 
Association says the 
ban, combined with the 
reduced acreage in brackish 
areas needed to install 
recycling ponds, could 
reduce shrimp output by 
one-fifth next year. 


The ban will also affect 
shrimp processors. There is 
capacity to process about 
250,000 tonnes a year, at 
least a third of which will go 
unused this year, according 
to Sitthichai Kraisitti sirin, 
president of the Thai Frozen 
Foods Association. 

Overcapacity existed 
before disease problems (also 
caused by indiscriminate 
dumping of waste and the 
destruction of poDutioiteat- 
ing mangrove forests) rav- 
aged parts of Thailand’s 
coastal shrimp forms. 

Inland forming was very 
welcome. Raising raw mate- 


rial production was the only 
way to bring supply into line 
with capacity. Now we have 
to live with more volatility," 
says Mr Sitthichai. 

He warns that while the 
expected foil in production 
has already pushed up 
domestic shrimp prices, it 
may not be sufficient to 
push up prices on a world- 
wide basis. “That has much 
more to do with how our 
competitor countries are 
doing,” he says. 

Other big producers of 
shrimp include Indonesia. 
Ecuador, India, China and 
Vietnam. 
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LONDON METAL EXCHANGE 
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■ iron LJVE PM tanwK£perttw|__ 


SOFTS 

■ croai lw po wk nfcawi 



CMb 
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73.75 

301 

3085 

Om 

1088 

-6 

1103 

1096 

675 41.481 

Jm 

7385 

*0.70 

7600 

7565 

17 

1054 

Mr 

1122 

-0 

1125 

11» 

76 37779 

Mar 

77.70 

♦0.70 

7700 

7705 

102 

761 

H*T 

1139 

-5 

1138 

1138 

7 14029 

Totfl 





563 

5375 

Jfl 

11S5 

-5 

- 

- 

- S*J3 

■ WHEAT CSX CMnOtai e*R cataIBB faMfl) 


Tub* 





3074160044 


■ PUmiajM NVMEX @0 Tffly Stay at) 


Jfl 

3880 

+22 3880 3880 

1 

519 

Oct 

3820 

+50 3830 3750 

566 

9021 

JM 

383.4 
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ACROSS 

1 C in Vietnam, firm with 
most of C (6) 

4 Piece of C, down under, on 
high plains (8) 

10 Founder of modem C. a 
light always turning back 
home (3,33) 

11 A romance about Vietnam- 
ese leader still with us (5) 

12 Instrument of love for 
unfinished Afrikaner (4) 

13 Transformer of C and of 
mangetouts (3,3-4) 

15 Worry about woman run- 
ning water (7) 

16 Uncivilised except about 
silver (6) 

19 Rupture from another Nia- 
gara Falls (6) 

21 C without its capital malt pc 
a garden feature (7) 

23 Source of C draws off in 
our direction (10) 

25 Prevent C retu rning (4) 

27 Explosive makes C after 
egg (5) 

28 Walk then run - he’s mari« 
(5.4) 

29 Chap showin’ boldness, the 
talk of C (Q 

30 C. Clay, knock-out in Los 
Angeles, maybe (6) 


DOWN 

1 Old clothes fetch a lot of 
cash for the aristocracy (g) 

2 In C it’s said there are 
sounds - stick around (9) 

3 Country I was in charge of 
(4) 

5 Soothing stuff used in culls 
(7) 


6 Tricky question: something 
wrong with the C? <3.7) 

7 A st raight object takes a 
turn - there's no more to 
be said (5) 

8 Australian abuse for winter 
sports (6) 

9 Oblique arrangement of 
atlas, including Pole (5) 

14 It’s cold in C: you need a 
fur flO) 

17 A quantity of work, if it’s 
elevated at all, has a point 
in it in C (5,4) 

18 American import outside 
public house is related to 
mythical maidens (8) 

20 A strike? Me? Daniel’s on 
top in Nairobi (4.3) 

21 Supplementary comments 
on horses ( 6 ) 

22 Items thrown from aero- 
planes in the morning (6) 

24 Runner going through Ger- 
many in the manner he 
intended (5) 

26 Ostrich going round Saturn 
(4) 

Solution 9,733 
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LONDON STOCK EXCHANGE 


Inflation hopes push Footsie towards all-time high 


MAjffiKET RCPtmT 

ByPMipCoggm, 
Markets Editor 


Good news on inflation sent 
the London stock market 
sprinting towards its previ- 
ous peaks yesterday, as 
some of investors' interest 
rate {ears subsided. 

Hie FTSE 100 index spent 
much of the last half hour of 
trading flirting with its 
all-time closing Hi gh, ending 
just short but still up 142 
points at 6,100.2. That was 
the first close above 6,100 
since early ApriL 

Retail prices actually fell 


in June, as some of the pre- 
vious strength in seasonal 
food prices subsided. Both 
tbe h eadline and the under- 
lying rate of inflation fell by 
more than expected - to 3.7 
per cent and 2L8 per cent 
respectively. 

Hie inflation news fol- 
lowed tbe release of tbe Brit- 
ish Retail Consortium sur- 
vey, late on Monday, which 
showed a 0.1 per cent month- 
on-month fall in retail sales. 

All told, the data fuelled 
hopes tbat tbe Bank of 
England's monetary policy 
committee would decide to 
leave interest rates at the 
their current level of 7.5 per 


cent- Short sterling futures, 
the market's vehicle for 
speculating on interest rates, 
rose on the day. 

Footsie had fallen 1.5 
points in the first few 
minutes of trading, but 
never looked back after the 
da ta were released. A strong 
start for Wall Street, where 

the Dow Jones Industrial 
Average was up 100 points 
when London stopped tiadr 
ing, reinforced the bullish 
mood. At Its best, Footsie 
was 153 points ahead at 
6.11L2. 

The market is not yet out 
of the woods, however. Aver- 
age earnings numbers. 


released today, win provide 
further evidence of inflation- 
ary pressures and will be 
watched closely by the mpc. 

Philip Collins, UK equity 
strategist at HSBC Securi- 
ties, sai d the market had suf- 
fered recently from bad news 
on the domestic economy 
and the Far East *Tt is sig- 
nificant tbat the first sign of 
Optimism Hng gont the mar- 
ket higher,” he said. 
There's a lot of cash around 
and it doesn’t take much to 
get the market flying." 

However, Mr Collins 
thinks that earnings esti- 
mates are stfU too high «nd 
that the market wiD start to 


worry about downgrades in 
the' second half of 2396. 

The smaller stocks, how- 
ever, failed to join in the 
rally, weighed down by 
profit warnings from Albert 
Fisher and Flying Flowers. 
The FTSE SmallCap index 
rase wily (12 to 2^576K The 
FTSE 250 index of midcap 
stocks gained a modest 20.1 
to 5,658A 

Meanwhile, there remains 

some mystery about Mon- 
day’s trading in Coca-Cola 
Beverages, a new issue. The 
saga distorted overall mar- 
ket volume. 

At 5pm on Monday, more 
than 756m shares were 


FVSEAMuaMK 


shown as being traded on 
the UK market by 6pm, the 
figure b«d dropped to 601m. 
In the meantime, details of 
trading in Coca-Cola Bever- 
ages had vanished from the 
system. Previously, it had 
been shown as the most 
active stock, with more than 
200m shares dealt 

The Stock Exchange said 
yesterday tbat errors had 
been in the recording 
of Coca-Cola trades on Mon- 
day but it hoped to have 
some definitive volume fig- 
ures today. 

Official figures on yester- 
day’s volume were 934- lm 
shares by the 6pm count 
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Squeeze 
on the 
banks 

Cqj^fWKJREPORT 
By Peter John and Joel Kiazo 

Banking stocks stormed 
ahead yesterday an a combi- 
nation of short positions in 
the market, a benign outlook 
for inflation and the resur- 
gence of speculative stories. 

“The fact tbat we have 
been drifting up over tbe 
past couple erf days after a 
long period of underperform- 
ance has caught people oat,” 
said one sector specialist 
It was expected the sector 
would be pushed higher but 
not tbat underlying infla tion 
would fell to ZB per cent in 
June, its lowest level for 
three months. Banks tend to 
be particularly sensitive to 
high interest rates as 
harbingers of bad debts. 

They gained further yes- 
terday on the return of con- 
solidation talk. One newspa- 
per said buyers were lining 
up for Nationwide if mem- 
bers vote to end its mutual 
status. Any approach for 
Nationwide would be expec- 
ted to refocus attention on 
tiie other mor tgage lenders. 

Lloyds TSB gained 52 to 
9l4p. Bank of Scotland 41 ’A 
to 732%p, Halifax 40 to 795p ■ 
and Abbey National, helped 
by a reiterated “buy” recom- 
mendation from SG Securi- 
ties. 64 to £11.41. 

BAT Industries added 34V4 


at 694Pip as HSBC reiterated 
its ’'add” recommendation 
on the stock and set a 740p 
price target. The broker 
highlighted the company’s 
exposure to Zurich Group. 

Allied Zurich is the vehicle 
through which BAT share- 
holders will own 43 per cent 
of a new company bom out 
of the merger of BAT'S finan- 
cial businesses with Zurich 
Group. BAT benefited from 
the strength in Zurich 
shares, which were trading 
at around SFrl.120 yester- 
day, from SFr600 when the 
merger was announced last 
October. 

Ongoing uncertainty over 
US tobacco litigation bas off- 


FT 30 INDEX 


set the positive pull coming 
from financial activities. 
BAT is expected to release 

first half results on July 29. 

Insurers, which are tradi- 
tionally the best geared 
plays into a rising market 
were well bought. Legal & 
General was the best per- 
former in the Footsie with a 
rise of SO to 747p and St 
James Place topped the mid- 
cap with the shares jumping 
32% to 346p. 

Mobile phone operators 
moved strongly ahead after 
telecommunications indus- 
try regulator Oftel agreed to 
extend the deadline of the 
Monopolies and Mergers 
Co mmissi on inquiry into the 
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price of calls to mobile 
phones. 

The move extended the 
Haadimn for the MMC to sub- 
mit its report to December 
1998 from its earlier target of 
September. 

Dealers suggested the 
extension would boost cur- 
rent trading in mobile pfrnnp 
related stocks and Vodafone 
Group yesterday added 42% 
to 840p in trade of llm, while 
Orange gained 30 to 665p. 
Secnricor, which holds a 40 
per cent stake in mobile 
phones company Cellnet, 
edged 13 ahead to 530p, 
while British Telecommuni- 
cations, which owns the 
remaining 60 per cent of 
Cellnet. saw trade of 8.8m as 
the shares rose 22 to 80%. 

Water stocks surge 

Water stocks rose in 
response to an encouraging 
report from the regulator. 
Figures published by Ofwat 
showed leakage levels in 
England and Wales had 
faTipn mare than 12 per cent 
from the average levels in 
199647. Companies reporting 
the biggest reductions dur- 
ing the year included Sooth 
West Water, up UV4 at 
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® CHINA MERCHANTS 

CHINA DIRECT INVESTMENTS UMTTED 
Net Asset Value 

China Merchants China Direct Investments Limited announces 
that as at 30th June, 1998, the unaudited conaofldated net asset 
value per share of the Company was US$1,144. 

0*4A MERCHANTS 0*4A ORBCT WVESTMBfTS LMTH> 

(Iraorporaled in Hong Kong with fimted liabfflty) 

ISlh July. 1998 


£i057y»p: Severn Trait, up 6 
at £10.70; and Thames, up 7 
at £11.33. Wessex, recom- 
mended by Panmure Gor- 
don, rose 16 to 490p. 

Metals group Johnson 
Matthey feU 31 to 524p, fol- 
lowing a cautious annual 
meeting statement about its 
materials division. 

Tbe nbmrman said profits 
from the division are about 
level with last year but 
warned markets are becom- 
ing increasingly difficult. 

Er p nr M »rg in the engineer- 
ing sector were boosted by 
sterling’s softening against 
the D-Mark. Advances were 
recorded in Smiths Indus- 
tries. which gained 52 to 
SBDpasit brushed aside con- 
cerns about the Boeing 747 
production line. Analysts 
said Smiths is mainly an avi- 
onics supplier on the Boeing 
777 and 737 aircraft. 

Currency shifts also 
helped GKN advance 52 to 
892p, while Siebe improved 
42 to £11.42 in -trade of 4.2m 
with Merrill Lynch said to 
have hosted a lunch with the 
company's senior executives 
yesterday. 

Tbe profits- warning at 
Albert Fisher cast a shadow 
over several other stocks in 
the sector. Brake Bros, a 
supplier of frozen and chilled 
foods to tbe faltering indus- 
try, fell 55 to 817Vip, while 
among the bigger companies 
in the sector. Associated 
British Foods dropped 15 Vi 
to 569Kp, in trading of L2m_ 
Cadbury Schweppes were 
also unloved, the shares foil- 
ing 14 to 948p. 


Coca-Cola Beverages, 
which made an impressive 
debut on Monday, continued 
to move ahead yesterday. 
The shares gained another 
12 to 181 p. hut remained shy 
of the 19Qp high sem at the 
start at trading on Monday. 
Volume of 33m m qfte it the 
busiest stock of the day. 

One rather cynical analyst 
explaining the continued 
demand for the stock said, 
M CCB is the new toy so quite 
a lot of investors will be 
after it. There is also the 
scarcity value to consider. 
Being the only Coke bottler 
quoted, on the London 
market, many funds will 
want exposure to this stock." 

United Biscuits rallies 

United Biscuits was one of 
the b est performers in the 
FTSE 250, gaining 14 to 2S3p. 
Dealers said Lehman 
Brothers bad advised clients 
to anticipate a short term 
rally erf between 10 par emit 
and 15 pm- cent following the 
OK group’s pledge to return 
funds to shareholders. How- 
ever, the broker continues to 
be cautious on the stock. 

Sweeteners group Tate A 
Lyle was also in demand yes- 
terday. The shares hardened 
6 to 489p. 

Renters Holding * fefi 12 to 
661Kp as ABN Amro, the . 
company's broker, cut its 
1998 profits forecast to £5B5m 
from £61 3m. 

The broker published a 
media sector review that dis- 
cussed how the development 
of the internet might 
squeeze operating margins. 
ABN Amro is understood to 
have maintained its 
‘'undervalued” stance on 
Reuters. 

On a strong day in the 
market, business services 
group Hays was the worst 
performer in the FTSE 100. 
Credit Suisse First Boston 
was reported to have issued 
a “sell" recommendation on 
the stock. The shares fell 
below the £10 mark to dose 
28 off at 989p. 
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The UK Series II TRADING VOLUME 
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Due January 10, 2000 
Nona BBBiBrr avoi ibathr 

d>c lateral Ptriod lahJOly 1998 to 
13th OctcficT 1908, the intnes mr 
«9 be peranaun. 

The Interest payable on 13ih 

(Xnrbcr. 1998 i^disl Coupon No, 

15 wll he Cal 13 34 per CmS 1*00 
Note. CroSlM 42 pa CanJ 10*00 
Note, ud CanSJ *54.22 per 
CoSlOOAOONotc. 

UK ftwk Of New Yocfe. Inodon 
vCdataknAa™ lOftJcfrlWa 


No. 003627 Of 1993 

IN THE HXH COURT OP JUSTICE 
CHANCERY DIVISION 
COMPANIES COURT 

IN THE MATTER OF 
CAIDWT MERCHANT SESVJCES 
LOOTED 
-read - 

IN THE MA31ER OF THE 

NOTICE S HEREBY GIVEN Oat ■ 
Penm <res on 25 Tone 1998 prerexacd to 
Her Majaregrl Bjfc Cost of tatice tor Ac 
e on fln Mti un of ifc exBcefflufao of die ftrere 
pramiure aeoreai of the above named 
Coopaoy ■ ta an of £129*9X301. 
NOTICE IS FURTHER GIVEN itre ibe rekJ 
Pttaon k dbecaxl to be bald before fe 
Reglmr gf the Co ta p an l rt Chan re tte 
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Royal Corra of Joufaca, Sftmd. Load 
WC2A2Uen«faxlaereh|y.29M7 1993. 


Coreproy tomng ca 
an Onhx for tbe ca 


of ibe aid 
’oTtbTLkl 


caoceUeSoo of ibe three pcecniar 
dwtikl Nttear re *e dmeof ibel 
praaen oc by CninaH foribeptepc 


PERSONAL 


Bonloai Trua Cranranr 

I AppoU Street 
Bnxalaie 


PUBLIC 

SPEAKING 

Training and speech vwting by 
awanJwrrmgspeatec 
First lesson tea 



DATED Ma ISdidty of July 1993. 
LOVELL V/tOTH CURRANT 
65 HoOocn v»daa 
London KTA2DY 
TU: 0)71 2360066 
Re&AWWH 

Soddaxt fee foe above maxi oned Company 
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32 Ncatntt: flomrageifBl 

33 Food PrcxtuceagS} 

34 HsoNttohl Goods & 

36 HttBR Csnfiq 

37 nanaceuttatiBQ 
33 
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440520 +4* 4330*0 4433*0 4823*3 

2733*6 +1* 2756*1 2743*5 4137*4 

4962.10 +45 4039*6 5013*7 484464 

298433 +02 2379.12 2831.02 3808*3 

2151*1 +04 2142*3 2138*3 1671*6 

1506.10 -0.7 1519*5 151445 1342*8 

1764*3 -03 1770*4 1762*7 177070 
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2681*9 +06 2330*1 2360*5 2023*6 

2790*4 +1* 2763*4 2755*5 244047 

4178*7 +3* 403825 4013.18 Z7E5*7 
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+07 4192*3 
+02 4178*7 
+01 325028 
+1* 248024 
+27 990327 
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4115.71 303224 
3269.12 3099*7 

2466.02 2211.73 

3859.03 8147.78 
538028 
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3*7 2*6 
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4.17 3*3 
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3*4 274 
290 212 

IS 2*6 
201 1*5 

1*1 1*0 


21*5 74*3 2026*3 
1220 78*2 68172 

2241 73*7 2347*8 
3111 3141 1854*5 
1627 34*2 125052 
14*4 21*2 1347*4 
14*5 39*0 968*0 
19*0 4147 1361*4 
14*6 2073 548*5 
2020 22*7 1671*4 
14*0 4056 1807.05 
17*0 43*8 2303*5 
1274 4231 100Q74 
2848 77*5 2410 62 
34*5 6010 163072 
24,13 6091 203199 
1022 5157 137171 
2098 31*1 1586*7 

40.74 05.15 3639*8 
1095 '130.10 1611*3 
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CONTRACTS & TENDERS 




Privatisation Of Spas - Jamaica 


The National Investment Bank of Jamaica Limited 

on behalf of the Government of Jamaica invites proposals for 
the lease of the following properties which have thermal springs. 

(i) Bath Fountain Hotel and Spa 

(ii) Milk River Bath Hotel and Spa 

For further information contact; 

Kattqhaj. Investment Bank bf Ja Ltb 


11 Oxford Road, Kingston 5, RO. Box 889, Kingston, Jamaica W.I. 
Telephone: (876) 960-9690-9 Telefax: (876) 920-0379, (876) 920-0907 
Emal: n33t@hrfochan.com 


Banco de la Provinda 
de Buenos Aires 

US$46, 700,000 Par 
floating rate notes due 2009 
US$42,150,000 Discoont 
floating rate notes due 2003 
Partite period 15 July 1998 do 15 
January 1999 the notes will bear 
interest ax foBoas: 

Far Notts 4.017% per annum, 
tiaerea payable on J5JiBmsy 
1999tmaimaXlo: 
USS102.66perU5S5.000 note 
USS205J1 per USS 10,000 note 
USS2.053. 13 per U5S1 00^000 
note. 

Usama Noiet 6.695% per 
anmmJnterestpmpbleon 
15 Jammy 1999 aal amount fa 
US171.09 per USS5.000 note 
USS34Z 1§ per USSIQ.OQQ note 
USS3.42l.NperUSSlOO.OOQ 
note. 

Agatt: Morgan Guaranty 
Trust Company 



70 FSWKHLtfHre) 

71 tettitoteKlh 

73 kwnmaOBj 

74 LAB Anraiaffl 
77 


5501 23 +4.1 6285.19 5236*9 462117 2*0 240 22B 

7838.45 +4* 7575*5 747267 7024*7 2*B 2*8 233 
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744288 +4* 7133*2 706176 4833*7 252 218 260 

«8&22 +f* 481173 485047 324095 22£ M 221 

1 2D9023 2)67.17 
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16*6 12641 276255 
17*7 43*1 2151*1 
19*7 106*2 3325*8 
25*2 71.17 293558 
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Rockwell Science Center is developing 
novel semiconductor materials for 
high-efficiency microwave amplifiers. 
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More records fall as Russia surges 


WORLD O V ERVIEW 

Records tumbled yet again 
on world stock markets as 
good news from Russia and 
the US put investors in a 
holiday mood, mites Philip 
Coggan. 

The loan agreement 
between the International 
Monetary Fund and Russia, 
announced on Monday, con- 
tinued to spark a sharp rally 
in Moscow, with the stock 
market gaining nearly 17 per 
cent and Treasury bill yields 


halving to 50-60 per cent. 

The Russian recovery had 
knock-on effects across 
Europe, with German banks 
performing strongly and 
equities outperforming "safe 
haven" bonds. 

Meanwhile, weaker-than- 
expected US retail prices and 
retail sales numbers for 
June gave some support to 
equities and bonds as Wall 
Street opened. 

The consumer price index 
rose 0.1 per cent on the 
month - compared with a 0.2 


per cent consensus forecast 
- while retail sales were also 
up 0.1 per cent, well below 
the 0.4 per cent predicted by 
economists. 

The data added to the feel- 


ing that the US economy higher by the time most 
may be slowing down from European markets dosed. 


its rapid flrstquarter pace of 
growth. Accordingly, the 
Federal Reserve may not see 
the need to raise inters! 
rates any further. 

Second-quarter earnings 
data from a host of US com- 
panies were generally wel- 


comed by the market, apart day holiday, tow interest 
from more bad accounting rates and the prospect for 
news from consumer ser- earnings growth continued 
vices company Cendant Hie to support European share 
Dow Jones Industrial Aver- prices, 
age was around 100 points The Goldman Sachs Euro 
Igher by the time most pean strategy team said: 
uropean markets dosed. "We continue to anticipate 
European bourses hitting' that earnings growth' of 15 
.osing highs included per cent to 20 per cent on the 
ms ter dam, Brussels, continent and a stable intar- 

openhagen and Frankfort eat rate and bond market 
bile the Bahrain exchange, environment Is capable of 
itablished in 1990, also supporting total returns 
ached a new peak. Paris from equities in the region 
as dosed for the Bastille of 10 per cent. 1 ’ 


closing highs included 
Amsterdam, Brussels, 
Copenhagen and Frankfort 
while the Bahrain exchange, 
established in 1990, also 
reached a new peak. Paris 
was dosed far the Bastille 


Aid deal 
leads to 
Moscow 
euphoria 

MOSCOW Shot higher in a 
euphoric response to Mon- 
day's international aid pack- 
age, sending shares up 
almost 17 per cent, the mar- 


EMERGIN G MA RKET FOCUS 

Athens warms 
to joining euro 





Wall St highs Banks jump on fresh 
as fears over merger speculation 
earnings fade 

* The banking sector stepped , the airline was in talks w 


AMffitCAS 

The broad Indices of US 
share prices rose to fresh 
records in morning trade as 
concerns about corporate 
pal-wings appeared to recede, 
writes Richard Waters in 
New York. 

By early afternoon, both 


strong growth in revenues in 
their latest quarterly earn- 
ings. Norwest was up $1^ at 
f39V' and First Union rose 
*1% to $64*i. 

Among other financial 
institutions, the biggest Wall 
Street houses fell back from 
record highs touched at the 
end of last week. Merrill 


the Standard & Poor's 500 Lynch's latest earnings fell 
and the Nasdaq composite just short of expectations 


were trading at highs, while 
the more narrowly-based 
Dow Jones Industrial Aver- 
age was up more than 100 
points. The S&P500 was up 
10.56 at 1J 75.72, the Nasdaq 
composite 5.29 at 1,971.19 
and the Dow 100.16 at 
9,196.62. 

Interest rate-sensitive 
stocks such as banks and 
manufacturers were among 
the best per f orm era in the 
Dow. The biggest percentage 
gains came from Alcoa, 
which rose $2% or 3.6 per 
cent to $67%, while Caterpil- 
lar rose $1%, also 3.6 per 
cent, to $54. 

J.P. Morgan, which 
reported second-quarter 
earning s ahead of analysts’ 
estimates, climbed $3% to 
$129%. 

Other bank stocks did 
well, with the Philadelphia 
Stock Exchange hank index 
climbing to an aH-time high. 
Two big regional banks. 
Narwest and First Union, led 
the sector as both registered 


and its shares slipped $2% to 
$106%. Donaldson Lulkin & 
Jenrette also fell in spite of 
posting earnings that were 
ahead of forecasts, losing 
$1% to $61%. 

Another company to 
report second-quarter earn- 
ings, Johnson & Johnson, 
jumped $2-i to 73% on a day 
when the healthcare sector 
generally rose strongly. 
While J & J failed to reach a 
new high, a number of other 
pharmaceutical companies, 
such as Merck and Schering- 
Plough, touched record 
highs. Merck climbed $2% to 
$137%, while Schering- 
Plough rose $2£ to $104}}- 

TORONTO was mixed at 
midsession as the bullion 
price rose and the Canadian 
dollar held near its all-time 
low. The TSE-300 composite 
index rose 21.50 to 7,370.44 In 
volume of 46m shares. 

Seven of the TSE’s 14 sub- 
indioes traded higher, led by 
a 1.4 per cent rise in the met- 
als and minerals group. 


The banking sector stepped 
into the spotlight ahead of 
the results season. 

Germany's banks were 
sharp outperformed on 
renewed merger speculation 
and hopes that the Russian 
and Japanese problems were 
finally heading for resolu- 
tion. 

Analysts noted that the 
merger talk resurfaced after 
Deutsche Bank said at the 
weekend that it was consid- 
ering acquiring or entering 
an alliance with a US invest- 
ment bank. 

Dresdner Jumped DM6.90 
to DM10430. Deutsche Bank 
rose DM6L7D to DM152.40 and 
Commerzbank climbed 
DM2.14 to DM69.35. Hypo- 
bank soared DM9.50 to 


AkzolfotMr >■ 
sr«B price {fltjfldBR* 



Adidas continued its 
strong run following 
France’s World Cap victory, 
closing up DM5.70 at 
DM30230. 

Viag was down DM2030 at 


DM13130 while Veretnsbahk ■ DM1,344 after the company 
shot DM11.50 higher to told the AGM it ggpecteri a 5 


Optimistic Mexico rises 


MEXICO CITY rallied on 
optimism over the upcoming 
spate of second-quarter earn- 
ings announcements. 

Investors were also 
encouraged by overnight 
gains in Asia and rallies in 
the UK and US. 

At midsession, the IPC had 
risen 76.18 or 13 per cent to 
4,701.56. Hopes of lower 
money market rates also 
supported sentiment 
Russia's agreement with 
the International Monetary 
Fund buoyed shares in SAO 


PAULO. Gains in Asia also 
lifted equities and the Bov- 
espa had added 167 or L6 per 
cent by midsession at 10,587. 

BUENOS AIRES gained 
ground along with the rest 
of the region. 

The Merval index gained 
6.62 or 1 per cent to 630.26 by 
midsession, although some 
traders were cautious over 
the growing political conflict 
between President Carlos 
Menem and Eduardo 


DM175.80 - the Bavarian 
banks are to be formally 
merged in September. 

Dutch banks were also 
firm with EMC up FI 530 to 
FI 150.40 and ABN Amro 
FI 1.40 to FI 52. 

Italian financials were 
higher on heightening 
merger speculation. Banca 
Commerciale Italians rose 
L204 to L13300, Mediobanca 
added L2.038 to L27.000 and 
Banca di Roma gained L209 
to L3,985. Italian financial 
authorities are trying to pro- 
mote consolidation in the 
Industry. At a meeting of the 
Italian Banking Association, 
the Bank of Italy governor 
and the treasury minister 
both appealed for further 
mergers and tie-ups. 

Spain's BBV was up Ptal25 
to Pta3,015, Santander added 
PtalQO to Fta4,285 and 
Argentaria advanced Pta65 
to Pta3,745. 

Belgian banks also gained 
ground on hopes of consoli- 
dation in the industry. 

Swiss banks, however, ran 
into profit-taking. UBS, 
almost 18 per cent higher 
since the merged share made 
its debut at the end of June, 
gave up SFr9 to SFr634 on 
profit-taking in spite of a 
new price target of SFr7QQ 


Duhalde. the governor of from Morgan Stanley. CS 


Buenos Aires province. 


Stronger rand lifts Jo’burg 


SOUTH AFRICA 


Johannesburg was supported 
by a stronger rand and a rise 
in bond prices, and the all- 
share index rose 8Z3 to 
7,1643. The aid deal between 
the International Monetary 
Fund and Russia lifted senti- 
ment. while the rally in 
US and European markets 


also triggered buying. 

Financials led the way, 
with Nedcor up 620 cents or 
more than 5 per cent to R127, 
while Standard added 200 
cents or 8.7 per cent to R2S. 

However, some industrials 
were hit by profit-taking. De 
Beers fell 10Q cents to R109 
and Anglo American last 940 
cents to R22430. 


Group eased 50 centimes to 
SFr3S5. 

FRANKFURT pressed 
ahead to another record 
close as strength in the 
financial sector and opti- 
mism over the prospects for 
economic recovery In Russia 
and Japan sent the Xetra 
Dax index up 78.59 to 
640132 

Among insurers, Allianz 
dropped DM7.10 to DM67230 
after a downgrade by Salo- 
mon Smith Barney. But 
Munich Re picked up 
DM2030 at DM95330. 


per cent rise in operating 
profit for the foil year. 

ZURICH was cheered by a 
strong rise in Nestle on the 
back of a reiterated buy 
recommendation from CS 
First Boston, which set a 
new price target of SFT3300. 
Shares in the global food and 
drinks group gained SFrl07 
or 33 per cent to SFr3346. 
By contrast, Pictet, the 
Geneva based private bank, 
lowered its rating an Nestte, 
arguing that a valuation gap 
to Unilever and comparable 
US companies had narrowed. 

The SMI index rose 383 to 
8,18030, held back ahead of 
Friday’s options and futures 
expiry. 

Roche certificates lost 
SFr205 to SFH5.085 while 
Novartis was np SFrll to 
SFi2,456 as expectations 
grew that the group would 
tomorrow announce sales 
growth of 2-3 per cent for the 
first half of 1998. 

Ciba which wiQ also pub- 
lish its half-year sales fig- 
ures tomorrow, eased 75 cen- 
times to SFr 19435. 

Zurich Group extended its 
recent gains with a rise of 
SFrlO to SFA.U& 

SAir Group rose SFrl7 to 
SFrSOS as CS Group and Mer- 
rill Lynch recommended the 
stock. 

AMSTERDAM rallied to a 
record high helped by a rise 
in Japan's Nikkei and 
benign inflation data in the 
US. Options related buying 
also lifted share prices and 
the AEX index closed up 
20.47, or 13 per cent, to 
138831. 

Chemical group Akzo 
Nobel jumped FI 630, or 43 
percent tea fresh record of 
FI 126.70. 

KLM Royal Dutch Airlines 
gained FI 5.90, or 6.7 per 
cent, to FI 9430. The compa- 
ny's CEO said profit growth 


far the current year would 
be double-digit, and also said 
the airline was in talks with 
Cathay Pacific over a part- 
nership. 

Royal Dutch Shell lost 
FI 230, or 23 per cent, to 
FI 10530 on varies over low 
crude oil prices. A down- 
grade by Dresdner Klelnwort 
Benson failed to affect Phil- 
ips Electronics. The shares 
rose FI 3.40 to FI 180.60 in 
spite of Dresdner’a concerns 
over the effects of the Asian 
turmoil and a lower sale 
price for PolyGram. 

MILAN was supported by 
strength in other European 
bourses and the Ml btel index 
climbed 359, or 13 per cent 
to 25439. 

The rally in banks rubbed 
off an Generali, the insurer, 
which rose 12323 to 137,200. 
Olivetti gained L146 to 
L3305. 

MADRID finned on the 
strength in banks, and the 
general index rose 4.62, or 03 
per cent, to 937.19. 

Other blue chips were 
lower on profit-taking. Tele- 
fonica lost Pta60 to Pta7300. 
Tabacalera retreated Ptal40 
to Pta3305 and Iberdrola foil 
PtalS to Pta2,485. 

• Paris was dosed for the 
Bastille Day holiday. 

■— ■ — ■ - ■ a _■ ■ 

wnuBfi ana Banca uy nucanct 
Morgan, Earikn Terazono and 
Peter Hall 


eupnond Share prices <m the Athens 

A stock exchange have been 

MOSCOW shot M ghcr in a matching a record rise In 
euphoric response to -Mon* temperature s dur ing the 
day's international aid pack- midsummer heatwave, 
age, sending .shares up Greece outperfo rmed its 
almost 17 per the mar- southern European ilvajs in 
kefs largest single day gy fr 1 - the first six months, with 
The rise triggered rircuft the ASE general index, dim- 

breakers on major indices as tdng more than 75 per cent 
the RTS index jumped 26.45 In drachma terms. After 
to 183-65, extending its surging 113 p esc emit in two 
advance over two days to 28 weeks, the index fell back 
per coot Turnover of $78m 1.77 per cent yesterday to 
was almost double Monday’s (dose at 233 8 . 20 . 
level and one of the highest Athens brokers predict the 
day’s trade seen this year. - correction will be Short- 
Dealers were disappointed lived. The underlying mood 
that the rally petered out as is positive as investors set 
Wall Street opened. aside traditional concerns 

The upbeat mood spilled about hostility between 
ova* to neighbouring mar- Greece and Turkey to focus 
kets. WARSAW'S Wig index on Greece's prospects for 
_ r .; p joining the euro. 

“The market’s being 
wsfoffiv '-'- l - * .V driven by the banking sec- 

: . ‘ r ,} : . i tor. Cons olidation h as 

: started and there are good 
| l • buys among bigger banks,” 

A n '*_• says George Athaaassakis. 

= an analyst at National Bank 

1 R of Greece International in 

Hrg|l : London. “Investors are 

-^|g WL Jk c, looking forward to more pri- 
— -M-tei. )r vatisations and to consolida- 

B * l Sr tinn-fn other sectors." 

: l - Four Greek banks have 

ntiiV been sold this year. Bidding 

is under way for two state- 

i, '■ controlled banks. Ionian and 

Bank of Central Greece, 
■T 1 ”™ which are being offered 

through tender sales in the 
jumped 43 per cent as expect- next few weeks. Analysts 
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rations of an interest rate 
cut later in the week also 

lifted the nmrkwt- 

In BUDAPEST the Box 
index finished 3.7 per cent 
higher but ' analysts 
suggested that the market’s 
strong dependence an Russia 
was likely to fade as inves- 
tors turned their attention to 
corporate results and the 
budget 

PRAGUE’S RPIX index 
gained 23 per cent on hopes 
of bargain hunting by for- 
eign Investors. 

Ip Estonia, TALLINN’S 
general index soared 73 per 
cent while in Latvia, the 
RIGA market index closed 
with a gain of &2 per cent 


say several small private 
banks will become takeover 
targets as the battle intensi- 
fies for market share. 

. The launch of long-over- 
due structural reform , has 
given a boost to the Socialist 
government's hid to achieve 
euro membership early in 
2001. Costas Simitis, the 
prime minister, still faces 
rumblings of discontent 
from hardliners in his party. 
But union opposition to the 
privatisation of banks and 
utilities is weakening as a 
result of the government's 
firm stance over the sale of 
51 per cent of Ionian Bank. 

Inflation, seen as the most 
important indicator of 


Greece's progress in catch- 
ing up with its European 
partners, fell last month 
from 53 to 53 per coot. 

Analysts said the decline 
showed that the inflationary 
impact of the drachma's 12 
per cent devaluation in 
March, accompanying entry 
to Europe's exchange rate 
mechanism, had been con- 
tained. 

The drachma has regained 
a substantia] part of its 
losses against European cur- 
rencies since devaluation as 
institutional investors pour 
in fGreign exchange to buy 
Greek bonds, whose yields: 
compare favourably with 
Italy and Spain. Interest 
rates remain high, with the 
yield on the benchmark 10- 
year bond almost 8 per cent 

Yet growing numbers of 
Greeks are turning to equi- 
ties. encouraged by the 
sharp rise in bank stocks, 
regarded as a safe invest- 
ment. and the spate of priva- 
tisation issues. The domestic 
tranche in last month's offer- 
ing of 23 per cent of Hellenic 
Petroleum, the state oil 
refining group, was sub- 
scribed more than 30 times. 

The market's sustained 
rise this year bas also trig- 
gered offerings by companies 
keen to finance investment 
that will enable them to 
remain competitive after 
Greece becomes part of the 
euro-zone. 

Kerin Hope 
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Tokyo gains on tax-cut reports 


A^PACIFVC 

Reports that the head of the 
government’s tax panel bad 
called for a Y6,000bn cut in 
personal and corporate taxes 
prompted a flurry of activity 
which sent TOKYO higher, 
writes Alexandra Harney. 

But trade was subdued by 
uncertainty over who would 
succeed Ryutaro Hashimoto, 
who resigned as prime min- 
ister on Monday after his 
Liberal Democratic party's 
devastating losses in the 
election at the weekend. 

The Nikkei 225 average 
closed 128.52 higher at 
16,488.91 after trading 
between 16.331.37 and 
16,489.41. Volumes were 
moderate, but up slightly 
from the previous day, at 
400m shares. 

Banks, iron and steel and 
construction issues rase on 
news of the call for a tax cut 
Banks were up 13 per cent 
overall, with the Bank of 
Takyo-AQtsubishi Y21 higher 
at YL530 and Fuji Bank Y24 
ahead at Y6ia 

Steel companies continued 
to be the most heavily 
traded. Nippon Steel which 
topped the market in vol- 
ume, was up Y6 to Y261. 


Kawasaki Steel climbed Y5 
to Y275. Iron and steel issues 
were up 13 per cent 

In the construction sector, 
which is expected to benefit 
from an increase in public 
works spending under the 
next administration. Taisei 
gained Y12 to Y287 and Oba- 
yashi was up Y10 to Y575. 

Toyota Motor, which 
announced it would Increase 
production this autumn 
because of an improvement 
in domestic demand, gained 
Y1Q to Y3360. 

The Top ix index of first- 
section issues rose 1031 to 
1,26635. Advancers exceeded 
decliners 747 to 378, with 146 
shares unchanged. In Osaka, 
the OSE was up 263.39 to 
17317.81. 

HONG KONG was higher, 
echoing Tokyo, although 
activity was muted by uncer- 
tainty over who will replace 
Mr Hashimoto as Japanese 
prime minister. 

The Hang Seng index 
added 79.73 to 8,178.93 but in 
turnover that shrank to a 
quiet HK$2.7bn. 

Property counters again 
lagged behind as a number 
of analysts downgraded 
earnings estimates for the 
sector and with investors 


waiting for results from 
sales at Cheung Kang's 
Tierra Verde development in 
Tsing Yi. 

Cheung Kong was flat at 
HK34.60 while Sun Hung Kal 
Properties lost 10 cents to 
HKS30.60. 

SEOUL climbed 1.8 per 
cent, helped by less selling 
pressure from arbitrage trad- 
ing between the spot and 
futures market. The compos- 
ite index dosed 536 higher 
at 306.73. 

The exchange reported 
investors sold Won8.3bn 
worth of stock an the spot 
market to buy in the futures 
market substantially lower 
than Won28bn of selling on 
Monday and Won20bn- 
Won30bn of daily selling 
seen last week. 


stra, which rose 14 cents to 
AJ4.49. 

Mayne Nickless, which 
owns 25 per cent of telecom 
carrier Optus Communica- 
tions, gained 32 cents to 
A$9.14. 

Bank of Queensland 
gained 54 cents to A$534 fol- 
lowing the Commonwealth 
Bank's purchase of a 7.6 per 
cent stake in the regional 
bank. Commonwealth gamed 
18 cents to A520.04 and West- 
pac added 19.5 cents to 
A$10.435. 

WELLINGTON gained on 
lower interest rates and the 
benchmark index rase 38.13 
or almost 2 per cent to 
237837. 

Two Fletcher groups were 
traded actively. Fletcher 
Energy gained 22 cents to 
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SYDNEY saw support from NZ$530 and Fletcher Build- 
strength in the Australian tug 11 cents to NZ$233. 




dollar, and the All Ordi- 
naries index rose 35.60 to 
2,7543. 

Telecom shares were 
higher as investors took 
heart from speculation that 
the government may scrap 
its plan to sell its remaining 
two-thirds stake in Telstra. 

Hopes that the market 
would not be flooded with 
extra paper supported Tel- 


SINGAPORE edged lower 
on lingering uncertainty 
over the yen and the Malay- 
sian economy. The Straits 
Times Industrials Index fell 
10.75 or 1 per omit to 1,042,44. 

Concerns over possible 
employer contributions to 
the country’s compulsory 
savings scheme to help the 
economy also weighed on 
share prices. 










